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MILITARY PROCUREMENT 


MONDAY, JULY 13, 1959 
U.S. Senate, 


SpeciaL SUBCOMMITTEE OF THE 
CoMMITTEE ON ARMED SERVICES, 
Washington, D.C. 

The subcommittee (composed of Senators Thurmond, Stennis, 
Ervin, Cannon, Saltonstall, and Bush) met, pursuant to call, at 
10:05 a.m. in room 212, Senate Office Building. 

Present : Senators Thurmond (presiding) , Cannon, Saltonstall, and 
Bush. 

Also present: Senator Engle of the Committee on Armed Services. 

Messrs. Wingate, Darden, and Atkinson of the committee staff. 

Senator THurMonpD. The subcommittee will come to order. There 
are several other members due, who have indicated that they will be 
present, but they are not here yet. So we are going to proceed. 

This subcommittee was appointed by the chairman to consider three 
bills relating to military procurement: S. 500, introduced by Senator 
Saltonstall; S. 1383, introduced by Senator Williams, for himself and 
14other Senators, including our Armed Services Committee colleagues, 
Senators Bridges and Bush; and S. 1875, introduced by Senator Javits 
for himself and Senators Keating and Case of New Jersey. 

Without objection, a copy of the letter from the committee chairman 
referring the bills to this subcommittee, copies of the bills themselves, 
and copies of reports on each bill received from the Department of 
Defense and the Comptroller General will be inserted in the record at 
this point. 4 
May 22, 1959. 
Hon. Strom THURMOND, 

U.S. Senate, Washington, D.C. 

DeaR SENATOR THURMOND: The purpose of this letter is to request that you 
serve as chairman of a subcommittee to consider three bills relating to procure- 
ment by the armed services. The bills are S .500, S. 1383, and S. 1875. 

Other members being asked to serve on the subcommittee are Senators Stennis, 
Ervin, Cannon, Saltonstall, and Bush. 

In addition to his other duties, Mr. Darden, of the committee staff, is available 
to provide staff assistance to the subcommittee. 

Sincererly yours, 
RicHARD B. RUSSELL, Chairman. 

(The bills referred to follow :) 


S. 500 
{86th Cong., Ist sess.] 


ABILL To amend title 10 of the United States Code with respect to procurement procedures 
of the armed services, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That this Act may be cited as the 
“Armed Services Procurement Amendments of 1959”. 
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DECLARATION OF POLICY 


Sec. 2. The text of section 2301 of chapter 137 of title 10 of the United States 
Code is amended to read as follows: 

“(a) It is the policy of the Congress that agencies making procurements 
under this chapter shall purchase products and services which will most eco- 
nomically and efficiently satisfy the needs of such agencies, including, to the 
maximum extent practicable, products of a commercial or industrial character 
which are readily available on the open market where the purchase of syeh 
products is consistent with the requirements and the standardization programs 
of the agencies. 

“(b) It is the further policy of the Congress that the agencies shall use 
methods of procurement which will assure such competition in conformity with 
the principles of the Nation’s free enterprise economy as is consistent with 
the needs of the agency, the character of the products or services being pro. 
cured, and the commercial or industrial environment of such products or 
services. 

“(c) The Congress declares that the security of the Nation requires that the 
design, development, and production of advanced weapons and other opera- 
tional systems vital to the needs of national defense be accomplished with the 
utmost speed, utilizing to the fullest practicable extent the Nation’s scientific 
and industral resources. Accordingly, it is the further policy of the Congress 
that contracts for such advanced weapons and operational systems should (j) 
stress, as appropriate, the objectives of maximum performance, reliability, 
expedited delivery, and economy and (ii) where suitable to achieve such ob 
jectives, provide incentive arrangements for increase or diminution of com- 
pensation in accordance with the measure of the contractor’s accomplishment 
in relation to such objectives. 

“(d) It is the further policy of the Congress that a fair proportion of pur- 
chases made under this chapter should be placed with small business concerns.” 


COMPETITIVE NEGOTIATION OF CONTRACTS 


Sec. 3. That portion of section 2304(a) of chapter 137 of such title which 
precedes clause (1) thereof is amended to read as follows: 

“‘(a) Purchases of and contracts for property or services covered by this 
chapter shall be made so as to effectuate the policy declared in section 2301(b) 
of this title, by formal advertising or by competitive negotiation. However, the 
head of an agency may negotiate such a purchase or contract, if—” 


FORMAL ADVERTISING ; COMPETITIVE NEGOTIATION ; SPECIFICATIONS 


Sec. 4. Section 2305 of chapter 137 of such title is amended as follows: 

(a) Section 2305(a) is redesignated section 23805(a)(1) and is further 
amended to read as follows: 

“(1) Whenever formal advertising is required under section 2304 of this title, 
the advertisement shall be made a sufficient time before the purchase or con- 
tract. The specifications and invitations for bids shall permit such free and 
full competition as is consistent with the procurement of the property and 
services needed by the agency concerned: Provided, That invitations to bid in 
any purchase to be made by formal advertising may be restricted to qualified 
small business concerns unless the head of the agency determines that such 
restriction would not be consistent with the requirements of the agency.” 

(b) Section 2305(b) is repealed. 

Section 2305(c) is redesignated section 2305(a) (2). 

(d) Immediately after section 2305(a) (2) the following is added: 

“(b) COMPETITIVE NEGOTIATION.— 

“(1) Whenever competitive negotiation is required under section 2304 
of this title, the solicitation of proposals shall be made from two or more 
sources in sufficient time before the purchase or contract. The specifica- 
tions and requests for proposals shall permit such competition as is con- 
sistent with the procurement of the property and services needed by the 
agency concerned. 

“(2) After receipt and review of proposals, such oral or written dis- 
cussions shall be conducted as may be necessary to resolve any uncer- 

tainties relating to the purchase, including the price to be paid, provided 
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MILITARY PROCUREMENT 3 


that all offerors with whom such discussions are conducted shall be af- 
forded equal opportunity to revise their proposals. 4 ‘ 

«“(3) Award shall be made with reasonable promptness by written notice 
to that offeror whose proposal will be most advantageous to the United States 
as determined by the head of the agency. However, all proposals may be 
rejected if the head of the agency determines that rejection is in the public 
interest. In the event award is made to other than the offeror offering the 
jowest price, an explanation of the basis for the award shall be furnished 
to each lower offeror upon request, and a written justification for such award 
shall be made a part of the contract file.” 

(e) Section 2305(d) is redesignated section 2305(c) and is further amended 
to read as follows : ‘ . 

“(c) If the head of the agency considers that any bid received after formal 
sdvertising or any proposal received during competitive negotiation evidences a 
violation of the antitrust laws, he shall refer such bid or proposal to the Attorney 
General for appropriate action.” 

(f) Immediately after section 2505(c) as redesignated by this section, the 
following is added : 

“(d) Formal advertising and competitive negotiation shall be conducted in 
accordance with regulations prescribed by the Secretary of Defense- 

“(e) In all procurements under this title, property to be procured shall be 
jentified in specifications in the simplest manner consistent with the needs of 
the procuring agency, the nature of the property to be procured and the require- 
ments of the defense cataloging and standardization programs established in 
accordance with chapter 145 of this title. In conformance with the above, pro- 
erement specifications shall wherever practicable express the characteristics 
ofthe property in terms of performance rather than in terms of design and manu- 
facturing details.” 

KINDS OF CONTRACTS 


Sec. 5. (a) Section 2306(a) of such chapter is amended to read as follows: 

“(a) The cost-plus-a-percentage-of-cost system of contracting may not be 
ued. Subject to this limitation and the provisions of subsections (b)-—(«), the 
head of any agency shall, in making contracts under section 2304 of this title, 
make the kind of contract that he considers will promote the best interests of 
the United States.” 

(b) Section 2306 (c) of such chapter is amended to read as follows: 

“(e) Cost contracts or cost-plus-a-fixed-fee contracts may be made for experi- 
mental, developmental, or research work. Such contracts may not be made for 
other property or services unless the head of the agency determines that such a 
contract is likely to be less costly to the United States than any other kind of 
contract or that it is impracticable to obtain property or services of the kind 
or quality required except under such a contract.” 

(ec) Immediately after section 2306(e) of such chapter, the following is added: 

“(f) The head of an agency may, in any prime contract executed by his agency, 
provide, with respect to any property and services needed by the prime contractor, 
that competition in any procurement thereof by the prime contractor shall be 
restricted exclusively to qualified small business concerns. The Secretary of 
Defense shall issue regulations designed to implement the foregoing authority.” 


DELEGATION 


« 


Sec. 6. The text of section 2311 of chapter 137 of such title is amended to read 
as follows : 

“The head of an agency may delegate, subject to his direction, to any other 
officer or official of that agency, any power under this chapter except the power 
a determinations and decisions under clause (16) of section 2304(a) of this 

e, bl 


PROCUREMENT OF OPERATIONAL SYSTEMS 


Sec. 7. Chapter 141 of title 10 of the United States Code is amended by adding 
atthe end thereof the following new section : 
“$2389. Operational systems 


“(a) As used in this section, the term ‘operational system’ means a combina- 
tion of facilities and equipments, which (i) forms an instrument of combat to be 
used by one or more of the military departments, or (ii) while not an instrument 
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of combat, has the capability of performing a clearly defined function in gy 
of a mission of one or more of the military departments. 

“(b) The head of each military department shall— 

“(1) designate such particular operational systems as he determines are 
suitably to be procured under this section- Such designations shall include 
identification of major facilities and equipments comprising the operations 
System. 

“(2) make periodic reports of such designations to the Secretary of 
Defense to assure coordination among the military departments in the pro. 
curement of operational systems. 

“(c) The head of each military department shall designate from within hig 
department an operational system manager to have such authority and responsi- 
bility for the planning, budgeting, research, design, development, and acquisition 
of an operational system and the logistic support and training therefor, ag the 
head of the military department may assign without regard to the functions of 
any component of his department. 

“(d) Each operational system shall be procured from a single prime contractor. 
If the head of a military department determines that it is impracticable to pro 
cure an operational system from a single prime contractor, procurement of such 
operational system may be made by contracts executed with such greater number 
of prime contractors as the head of such department shall determine to he 
necessary to fulfill the requirements of such procurement. Each prime contractor 
shall have such* authority to determine and be responsible for design, develop- 
ment, and production of such system as is set forth in his prime contract. 

“(e) Each prime contract for the procurement of an operational system shal] 
require the prime contractor— 

‘“(1) in the performance thereof, to accomplish the maximum practicable 
amount of subcontracting consistent with the efficient performance of the 
contract, and to require a similar provision to be inserted in lower tier sub 
contracts ; and 

“(2) in the selection of subcontractors thereunder, to provide opportunity 
for such competition among persons interested in becoming subcontractors 
thereunder as is consistent with the efficient procurement of the property and 
services needed by the contractor. 

“(f) The procurement of operational systems shail be made in accordance with 
regulations prescribed by the Secretary of Defense which shall include provisions 
designed to assure that 

“(1) there will be such degree of standardization of facilities and equip 
ments comprising operational systems as is necessary to satisfy logistic 
support and training requirements of the military departments; and 

“(2) in the selection of subcontractors and suppliers for the design, 
development, and production of operational systems, small business concerns 
shall be afforded opportunity to participate consistent with successful per- 
formance of the prime contracts.” 


Dport 





MISCELLANEOUS TECHNICAL PROVISIONS 


Sec. 8. (a) Section 2302 of chapter 137 of such title is amended as follows: 
(1) Clause (2) of such section is amended to read as follows: 
“(2) ‘Negotiate’ means make without formal advertising or competitive nego- 
tiation.” 
(2) Clause (8) of such section is amended to read as follows: 
“(3) ‘Formal advertising’ means advertising as prescribed by section 
2305(a) of this title.” 
(3) Immediately after clause (3) of such section the following is added: 
“(4) ‘Competitive Negotiation’ means negotiation as prescribed by section 
2305(b) of this title.’ 
(b) Section 2304 of such chapter is amended as follows: 
(1) The catchline to such section is amended to read— 
“§ 2304. Purchases and contracts: formal advertising; competitive negotiation; 
exceptions for negotiation.” 
(2) Clause (2) of subsection (a) of such section is amended to read as follows: 
“(2) the public exigency will not permit the delay incident to formal 
advertising and competitive negotiation.” 
(c) Section 2305 of such chapter is amended as follows: 
(1) The catchline to such section is amended to read— 
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«g 9305. Formal advertising ; competitive negotiation; specifications.” 

2. Immediately after the catchline, the following is added: 

“(a) FoRMAL ADVERTISING.—” ; : : 

(d) Section 2306 (b) of such chapter is amended by inserting after “negotiated” 
where it appears therein “with or without competition”. 

(e) Section 2307(a) of such chapter is amended by striking out “negotiated 
contract,” where it appears therein and inserting in lieu thereof “contract 
negotiated with or without competition,”. 

(f) Section 2313 (b) of such chapter is amended by inserting after “negotiated” 
where it appears therein “with or without competition”. 

(g) Section 2356(b) of chapter 139 of such title is amended to read as follows: 

“(p) Subject to other provisions of law, the power to negotiate, with or without 
competition, and administer contracts for research and development, or both, 
may be further delegated.” 


RENEGOTIATION OF CONTRACTS 


Sec. 9. (a) Section 106(a) of the Renegotiation Act of 1951 (50 U.S.C., App., 
see, 1216(a)) is amended— 

(1) by striking out the period at the end of pragraph (9) and inserting 
in lieu thereof ‘“‘; or’; and 

(2) by adding after paragraph (9) the following new paragraph: 

“(10) any fixed-price contract made under chapter 137 of title 10 of the 
United States Code, any contract made under such chapter after formal 
advertising, or any incentive-type contract made under such chapter.” 

(b) Section 102(e) of such Act (50 U.S.C. App., sec. 1212(e)) is amended by 
striking out “section 106(e)” each place it appears therein and inserting in lieu 
thereof “section 106(a) (10) or section 106(e)”’. 

(c) The amendments made by subsections (a) and (b) shall apply to contracts 
with the departments, and related subcontracts, made on or after the effective 
date of this Act. 

EFFECTIVE DATE 


Sec. 10. The provisions of this Act shall take effect on the first day of the 
third month beginning after the date of enactment of this Act. 


REPORT OF DEPARTMENT OF DEFENSE ON S. 500 


GENERAL COUNSEL OF THE DEPARTMENT OF DEFENSE, 
Washington, D.C., April 28, 1959. 
Hon. RicHARD B. RUSSELL, 
Chairman, Committee on Armed Services, 
US. Senate. 


Deak Mr. CHAIRMAN: Reference is made to your request for the views of the 
Department of Defense on S. 500, 86th Congress, a bill to amend title 10 of the 
United States Code with respect to procurement procedures of the armed serv- 
ices, and for other purposes. 

The comments of the Department of Defense on each section of 8. 500 are as 
ollows : 


Section 1 
This section, which states the short title of the bill, is unobjectionable. 
Section 2. Declaration of policy 


2(a). This subsection, which states that the Department of Defense should 
make purchases of commercial or industrial products on the open market con- 
sistent with requirements and standardization programs, is in line with present 
policy and is acceptable. 

2(b). This subsection states as congressional policy that methods of procure- 
ment will be used which assure such competition as is consistent with the needs 
of the agency, the character of the items being procured, and their commercial 
or industrial environment. Additionally, the subsection states the policy that 
such competition shall be “in conformity with the Nation’s free enterprise 
‘onomy.” This phrase is not clear as a direction to the conduct of business. 

2(c). The policy expressed in subsection (c) is unobjectionable. No objection 
‘an properly be made to stressing in the procurement of weapon systems the 
objectives set forth in (i) or in providing in (ii) for incentive arrangements to 
accomplish such objectives. 
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The use of the word “compensation” in this subsection seems inappropriate. 
The variable factor in incentive arrangements is profit or fee, even in the fixed 
price field. Substitution of “profits or fees” in lieu of “compensation” jg recom 
mended. i 

However, subsection (c) introduces a new term in procurement; viz, “opera- 
tional system,” defined later in section 7. The new term is apparently designed 
as a substitute for “weapon system.” Inasmuch as “weapon system” has been 
in use in the military departments for about 10 years, has acquired many now 
familiar connotations, and is mentioned innumerable times in our regulations 
it would be advantageous and would avoid confusion if “weapon system” were 
continued in use. Consequently, we urge substitution of “weapon system” for 
“operational system” wherever the latter appears in the bill. 

2(d). Subsection (d) continues the present congressional policy that a fair 
proportion of purchases should be made with small business concerns, 


a It is un- 
objectionable. 


Section 8. Competitive negotiation 


As written, this section places competitive negotiation on a par with formal 
advertising. It provides that procurement by either method, formal advertising 
or competitive negotiation, shall be so made as to effectuate the policy declared 
in section 2(b), the meaning of certain aspects of which, as earlier noted, is 
obscure and needs clarification. 

The section-by-section analysis of the bill which Senator Saltonstall read 
into the Congressional Record points out that this section “would restore logic 
to the law by authorizing and requiring competitive negotiation as a proper 
method of procurement alternative to formal advertising * * *.” At the 
Same time, the analysis also states that “the bill is not designed to reduce the 
present requirement or use of formal advertising.” It is the view of the De- 
partment of Defense that as the proposed amended section reads, and in the 
light of the analysis statement that competitive negotiation is intended to be 
alternative to formal advertising, the effect of section 3 would be to authorize 
competitive negotiation in cases where formal advertising has heretofore been 
used. Therefore, a reduction in the use of formal advertising is likely. 

The competitive negotiation contemplated by this bill is the technique already 
employed by the Department of Defense for the use of competition, where com- 
petition is available, in negotiated procurements. It has proved especially use- 
ful when it is felt that industry may have developed new products or processes 
of which we are not fully informed and thus cannot specify initially in an invi- 
tation for bids. 

This recognition of competitive negotiation would permit the Department to 
report its procurements to the Congress and the public in a manner more repre- 
sentative of the character of the procurements employed. The Department has 
long felt that the necessity of reporting all procurements which do not meet the 
strict rules of formal advertising as “negotiated” procurements has created a 
serious misconception in the public mind; i.e., that competition is obtained only 
under formal advertising. It is believed that this recognition of competitive 
negotiation would permit the Department to report more clearly what in fact 
it does and thus correct the above-mentioned misconception. 

The Department favors this provision of the bill. 

Section 4. Formal advertising; competitive negotiation; specifications 

Section 4 amends section 2305 of title 10 of the United States Code. 

4(a). This subsection amends present section 2305(a) by redesignating it as 
2305(a)(1) and adding new legal authority. It recognizes as formal advertis- 
ing the method of procurement known as small business restricted advertising, 
thereby eliminating its present classification as a negotiated contract under 
either 2304(a) (1) or (17), depending upon whether the total set-aside was uni- 
laterally or jointly made. This is desirable. 

However, the phrase “unless the head of the agency determines that such 
restrictions would not be consistent with the requirements of the agency” should 
be deleted. It places undue emphasis upon small business restricted advertis- 
ing and should be optional without requiring a finding by the head of the agency. 

In addition, it is recommended that the word “require” in the first sentence 
of this subsection be changed to “used’’, since competitive negotiation by the pre- 
vious section is established as an alternative to formal advertising, and the bill 
does not “require” one or the other. 
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4(b). This subsection repeals the present 2305(b), the Spence rider to the 
gmall Business Act Amendments of 1955, which provides that an invitation is 
jnvalid and no award can be made if the specifications in an invitation for bids 
do not “carry the necessary descriptive language and attachments, or if those 
attachments are not accessible to all competent and reliable bidders.” The re- 
peal of this provision which overstresses the use of detailed specifications is 
desirable. 

4(c). The designation of this subsection as “(c)”, which has inadvertently 
peen omitted, should be inserted in the bill. This subsection merely redesignates 
the present 2305(c) as 2805(a) (2). 

4(d). This subsection sets forth certain procedures for competitive negotia- 
tion. They are generally consistent with present departmental procedures and 
policy and are not objectionable. It is recommended, however, that the word 
“required” in the first sentence of (b)(1) be changed to “used”, for the same 
reason as set forth in the comment under 4(a). 

It is also recommended, consistent with the provision in section 4(a) which 
would permit formally advertised procurements to be restricted exclusively to 
small business concerns, that specific recognition also be given to similar small 
pusiness set-asides in competitively negotiated procurements. This would give 
statutory authorization for small business set-asides unilaterally made by a 
military department which, presently, are only authorized under the national 
emergency exception, section 2304(a)(1). Thus, the authority for such small 
pusiness set-asides would be permanent rather than depending upon the ex- 
istence of a national emergency. 

Accordingly, it is recommended that the following sentence be added at the 
end of new subsection (1) added by section 4(d): 

“Requests for proposals in any purchase to be made by competitive negotia- 
tion may be restricted to small business concerns,” 

4(e). This subsection. which merely provides that any bid or proposal evi- 
dencing an antitrust violation shall be referred to the Attorney General, is 
nnobjectionable. 

4(f). This subsection 2305(d). which provides that formal advertising and 
competitive negotiation shall be conducted in accordance with regulaticns pre- 
scribed by the Secretary of Defense, is unobjectionable. It should be pointed 
out, however, that chapter 137 of title 10 of the United States Code applies to 
the purchases and contracts not only of the military departments but also of 
the Coast Guard and the National Aeronautics and Space Administration. It is 
assumed that it was not intended in this subsection to require those agencies 
to be governed by regulations prescribed by the Secretary of Defense. It is 
recommended, therefore, that after the words, “Formal advertising and com- 
petitive negotiation” in the proposed section 2305(d) there be inserted the 
following : “within the Department of Defense’”’. 

Proposed subsection (e) expresses a preference for performed specifications; 
yet there are many occasions when the use of design specifications or a com- 
bination of both design and performance specifications will best serve the in- 
terests of the Government. For example, there are times when the use of per- 
formance specifications stimulates competition and there are other cases where 
competition is stimulated by design specifications. Procuring agencies should 
be free to determine whether, in the circumstances of each procurement, the 
use of performance specifications, design specifications, or a combination of 
both, would best serve the interest of the Government. It is recommended that 
the second sentence of subsection (e) be revised as follows: 

“In conformance with the above, procurement specifications shall express the 
characteristics of the property, in the simplest practicable terms, using per- 
formance specifications or detailed design and manufacturing specifications, or 
acombination of both, as appropriate.” 


Section 5. Kinds of contracts 

5(a). This subsection provides that, except for cost plus-a-percentage-of-cost 
contracts (which may not be used), the head of any agency shall make the kind 
of contract that he considers will promote the best interests of the United 
States. It is unobjectionable. 

‘5(b). This subsection eliminates the present necessity for making deter- 
minations of likely lesser costs or of impracticability of other types of contracts, 
before making cost-reimbursement-type contracts for experimental, develop- 
mental, or research work. It also eliminates the requirement of a similar deter- 
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mination as a condition precedent to making an incentive contract. The De 
partment of Defense favors this provision. 

5(c). This subsection authorizes the inclusion in any prime contract of a 
provision that competition in the procurement of “any property or Services 
needed by the prime” shall be restricted to small business. At the time of 
making of contracts for complex items such as weapon systems, the Government 
does not know what components will be in the system. In fact, the components 
are subject to design by the prime contractor and are not known by either 
party at the time of contracting. It would be impossible in such contracts to 
identify set-asides for small business. Further, when the components under g 
weapon system contract become known, or even if known at the time of making 
a contract other than in connection with a weapon system, it would be ap 
administrative burden to designate particular items for set-asides; it woulg 
delay performance and might possibly dilute the prime contractor’s responsibility 
for overall contract performance. Moreover, this provision is inconsistent 
with the purpose of the bill; i-e., to speed up the procurement process, Ip 
sum, the present practice of urging the contractor to subcontract to small business 
through the “encouragement” clause is more practical than this provision. It jg 
recommended that the following be substituted in lieu of section 5(c): 

“(f) All cost-reimbursement type contracts and all fixed-price type contracts 
in amounts exceeding $5,000 (except those entered into with foreign contractors 
to be performed outside the United States, its territories, its possessions, and 
Puerto Rico) shall provide that the prime contractor agrees to accomplish the 
maximum amount of subcontracting to small business concerns that the prime 
contractor finds to be consistent with the efficient performance of the contract.” 


Section 6. Delegation 


This section authorizes delegation by a Secretary of any power under chapter 
137 except the power to make determinations and decisions under 2304(a) (16). 
A determination and decision under 2304(a) (13), however, should also be made 
at the Secretarial level, since the authority to negotiate procurement of one 
manuf ‘turer’s product to the exclusion of others should be carefully guarded, 
Consequently, we feel that determinations and decisions under section 2304(a) 
(13) should continue to be made by the Secretary. Additionally, experience in 
the use of this section may suggest in the future that determinations and 
decisions under other exceptions should be made at the Secretarial level, and 
in such a case, this would be achieved by Department of Defense regulation, 
In light of this, section 6 should be amended by adding “clauses (13) and” after 
the phrase “make determinations and decisions under.” 

The delegation of Secretarial determinations and decisions, where such dele- 
gation is proper, will eliminate a lot of unnecessary paperwork. It will improve 
the efficiency and effectiveness of responsible people at different and varying 
levels of authority by freeing them of the present time-consuming burden of 
reviewing the volume of papers now going forward to the Secretary for decision. 

The enactment of this section is favored. 


Section 7. Procurement of operational systems 


This section is the heart of S. 500. Although it appears to be the intent of 
section 7 to give statutory recognition to the weapon system technique of procure- 
ment and management, as practiced in the Department of Defense, it fails 
of its objective because it places undue stress on single management within a 
department and on the procurement of an entire system from one contractor. 
It is the position of the Department of Defense that section 7 is too restrictive. 
Any definition of a prescribed method of management and procurement of 
weapon systems carries with it the implication that other methods of manage 
ment and procurement are precluded. By the emphasis employed in section 7, 
it introduces limitations instead of providing flexibility. It is important to note, 
in this respect, that the weapon system method of management and procurement 
is still in a process of evolution. Thus, various techniques have been employed 
by the military departments in shepherding a weapon or weapon system from 
concept to inventory depending on many pertinent factors, such as the nature 
of the item, the state of the art, in-house or contractor capability and degree 
of urgency. 

On the executive management responsibiilty side, various techniques have 
successfully been employed in managing weapon systems. For example, 4 
management team sometimes performs the function of weapon system manager. 
Here, full technical responsibility is vested in the Director of the team or office 
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with authority to eall on any and all SEES) SEND ION to take 
dvantage of their capabilities and organization for support oO the w -apon 
, stem. The Director of the team or office directs and coordinates the activities of 
«Government agencies and industry supporting the system. es : ; 

Under another approach, executive management responsibility is assigned for 
the weapon system to material or research personnel depending upon the develop- 
ment status of the weapon system. W hoever has executive management re- 
sponsibility for the weapon system is required to coordinate, expedite and 
integrate all functional efforts of the military department in order to assure 
the timely delivery and support of the complete weapon system into inventory. 
This method does not usurp or replace functional management, but recognizes 
the interdependency of all organizations | of the military department. It em- 
phasizes that the efforts of each organization must be related in terms of mutual 
endeavor and time-phasing of actions and supplements and assists these func- 
tional elements in assuring that their separate missions are completely and 
satisfactorily achieved. ai 

Another example is the assignment of executive management responsibility 
on a commodity basis; e.g., missiles, tanks and other weapons. The head of a 
commodity program, while he cannot direct all the actions to be taken within 
the command complex necessary to make the weapon system a functioning one, 
is responsible for policy guidance, for monitoring the entire system, for guarantee- 
ing that time schedules are met, and for insuring maximum effective use of all 
sources available, whether in the Department, elsewhere in the Department of 
Defense, or in industry. In sum, the manager heads an intersupporting and 
interrelated organization to assure the speedy and efficient attainment of the 
assigned objective. 

The military departments also use various methods to procure weapon 
systems. For example, one method is where a weapon system contractor is 
given basie responsibility for the design and development of the entire system. 
The determination whether major components and subassemblies will be bought 
directly from the weapon system contractor or from other contractors and 
Government-furnished is normally made after the development is accomp) ished. 
Under this method, the weapon system contractor, subject always to Goverument 
approval, generally produces the frame and some major subassemblies, sub- 
contracting for the balance of the subassemblies and components, except for 
those which are Government furnished. 

Another method is that often used for missiles, wherein the Government 
contracts with one contractor to produce the frame and to assemble and integrate 
the entire system. However, major assemblies, such as nose cones, guidance 
systems, and propulsion, are bought directly by the Government from other 
prime contractors and furnished to the assembly contractor. Thus, the various 
prime contractors work under the management and technical direction of the 
Government. Under this method, no one contractor is, in reality, a weapon 
system contractor. 

Still another method is used where the Government has in-house capabilities. 
Here the Government itself carries the weapon system from initial concept 
through prototype manufacturing. Government scientific and engineering know- 
how are used concurrently with skills of both industrial firms and educational 
institutions obtained by contract. Under this method, a production contractor 
is selected to manufacture after the protoype manufacturing is accomplished. 

A still different approach is where technical and design control over the 
research and development of the prime contractor are maintained by the Govern- 
ment. This is essentially an industry-Government team approach, assuring 
coordinated use of the special and peculiar talents of both. Quantity production 
under this method, of course, would be entirely the contractor's responsibility. 

Thus, no single method or formula provides the answer to the management 
or procurement of weapon systems. The factors mentioned above, the nature 
of the item, the state of the art, in-house or contractor capability, the degree of 
urgency, differ from weapon system to weapon system. This is the fact of life. 
To emphasize a single weapon system manager on one hand and a single prime 
contractor, without recognizing capability within the Government itself or of 
other contractors, on the other hand, is unduly restrictive. In this period of 
evolution, flexibility of approach is essential. In order to retain this flexibility, 
which the Department now has under existing law, certain specific revisions 
section 7 are recommended in the detailed comments which follow: 

Subsection (a). The definition proposed is too restrictive in that it may be 
interpreted to exclude combinations of vehicles and equipment where no facilities 
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are involved, such as airplanes, ships, and tanks. This certainly ig not th 
intention of the bill. 1 

The proposed definition is too broad when it also embraces any system which 
is not an instrument of combat. 

Accordingly, it is recommended that “comprises facilities and equipment in 
combination or otherwise” be substituted for “means a combination of facilities 
and equipments”; all of section (ii) should be deleted ; and, in accordance with 
our comment on section 2(c), “weapon system” should be substituted for “opera- 
tional system” wherever the former appears, including the title of Proposed 
section 2389. 

Subsection (b). This provision requires the head of each military department 
to designate such operational systems as he determines suitable for this type of 
procurement, to identify its major facilities and equipments and to report 
periodically such designations to the Secretary of Defense. It is not Objection. 
able except that as previously indicated, “weapon system” should be substituteg 
for “operational system.” 

Subsections (c) and (d). Subsection (c) provides for the designation of q 
singie operational system manager. As pointed out earlier, it should, consistent 
with current practices, provide for the assignment of such management authority 
and responsibility in such a manner and to the extent that the Secretary under 
the circumstances of each case may determine. 

Subsection (ad) provides for a single prime contractor except where the 
department head determines this to be impractical, in which case contracts may 
be made with such greater number of prime contractors as are necessary. This 
emphasis on a single prime contractor is objectionable. For the reason stated 
earlier, subsection (d) should provide for the greatest possible flexibility in the 
procurement of weapon systems. 

It is recommended that the following be substituted in lieu of subsections 
(c) and (d): 

“The Secretary of each military department is authorized to assign in his 
department the management authority and responsibility for the design, develop- 
ment, and acquisition of a weapon system, without regard to the functions of 
any component of his department, in such manner and to such extent as the 
Secretary may determine. Procurement of a weapon system may be made from 
one or more contractors for all or any portion of the design, development, and 
production thereof.” 

Subsection (e). This subsection provides that each prime contract shall 
require the prime (i) to accomplish the maximum practicable amount of 
subcontracting and to require a similar provision to be inserted in lower tier 
subcontracts; and (ii) to provide opportunity for such competition in regard 
to subcontracting as is consistent with efficient procurement of the property. 
The provision that such requirement be inserted in lower-tier subcontracts is 
without limitation and conceivably would flow down to the raw material stage. 
This does not seem practical, and it is recommended that the requirement that 
such a provision be included in lower-tier subcontracts be limited to major 
subcontracts by inserting immediately before the words “lower tier,” the word 
“major.” Our previous comments concerning substitution of “weapon system” 
are applicable to this subsection also. Otherwise, this provision is unobjec 
tionable. 

Subsection (f). This provides that procurement of operational systems shall 
be made in accordance with regulations prescribed by the Secretary of Defense, 
including provisions to assure standardization of facilities and equipments and 
to afford small business opportunity to participate as subcontractors and sup 
pliers. The Department of Defense favors both of these objectives. It is our 
understanding, however, that the determination that the selection of small busi- 
ness subcontractors is “consistent with successful performance of the prime 
eontract” is one to be made by the weapon system contractor. Consequently, 
we feel that subsection (f) (2) should be amended to read as follows: “in the 
design, development, and production of weapon systems, prime contractors shall 
in the selection of suppliers use their best efforts to afford small business con- 
cerns with the fullest participation consistent with successful performance of 
the prime contracts.” 


Section 8. Miscellaneous technical provisions 


Section 8(e) purports to amend section 2307(a) of chapter 137 by striking 
out the words “negviiated contract.” It should be pointed out that Public Law 
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= 9X) amended section 2507 (a) and, as so amended, the words “negotiated 
tract” do not appear therein. This subsection is, therefore, unnecessary. 
cone 


There is no objection to any of the other miscellaneous technical provisions. 


section 9. Renegotiation Of contracts 

This provision would exempt from the Renegotiation Act and from the profit 
limitations of the Vinson-Tramme} Act fixed-price, formally advertised, and 
incentive-type contracts. A copy of the official recommendations of the Depart- 
ment of Defense concerning the continuation of the Renegotiation Act is attached. 


section 10. Effective date . 

This provides that the act takes effect 3 months after enactment. It is 
wnsidered that 6 nionths is the time necessary to make suitable preparations 
for putting it into effect. Phe ii ; 

If the revisions, changes, clarifications, and deletions referred to above were 
adopted, the Department of Defense would not object to enactment of 8. 500. 

While enactment of S. 500, revised as specified above, would simplify certain 
operational procedures of the Department—for example, by freeing personnel 
of certain administrative reviews—the Department of Defense does not believe 
that there would be any significant monetary savings. 

We have been advised by the Bureau of the Budget that time has not per- 
mitted a determination to be made as to the relationship of S. 500 to the program 
of the President. 

Sincerely yours, 
RoBerRT DECHERT. 


REPORT OF COMPTROLLER GENERAL ON 8. 500 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, April 16, 1959. 
Hon. RicHArp B. RUSSELL, 
Chairman, Committee on Armed Services, 
US. Senate. 

Deak Mr. CHAIRMAN: Further reference is made to your letter dated January 
21, 1959, acknowledged January 26, requesting our comments on §. 500, 86th 
Congress, a bill to amend title 10 of the United States Code with respect to 
procurement procedures of the armed services, and for other purposes. 

From the introductory remarks by the sponsor of this bill (pp. 809-810, Con- 
gressional Record for Jan. 20, 1959) it would appear that the primary purpose 
of its provisions is to provide legislation under which it will be possible to effect 
reductions in the amount of leadtime presently required in the development and 
production of advanced weapons and other equipment or facilities vital to our 
national defense. Section 2Z(c) of the bill would therefore declare it to be the 
sense of the Congress that the design, development, and production of advanced 
Weapons and other operational systems vital to the needs of national defense 
must utilize the Nation’s scientific and industrial resources to the fullest prac- 
ticable extent and be accomplished with the utmost speed. This section also 
States a congressional policy that contracts for the design, development, and 
production of such advanced weapons and operational systems should stress, as 
appropriate, maximum performance, reliability, expedited delivery, and economy, 
and should provide, where suitable, for increases or decreases in compensation 
based upon the contractor’s accomplishments in relation to such objectives. 

We understand that this proposed statement of policy is predicated upon the 
assumption that present law, and regulations issued thereunder, operate to 
preclude full utilization of the skills and ingenuity of private industry, and that 
such utilization can only be obtained by delegating greater authority and respon- 
sibility to make technical decisions to the contractors and by providing incentives 
in the form of additional or reduced compensation to insure full application of 
their industrial skills in the performance of such contracts. 

To accomplish this purpose, section 7 of the bill would provide for and encour- 
age the procurement of facilities and equipment on an “operational system” basis, 
and would define the term “operational system” to mean a combination of facili- 
Hes and equipments which forms an instrument of combat or, while not an in- 
strument of combat, has the capability of performing a clearly defined function 
M support of a mission. This section further directs the procurement of each 
operational system from a single prime contractor, unless the head of the pro- 


43452—59——__2 
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curing agency determines that procurement from a single prime Coatractor j 
impracticable, and grants unlimited authority to the procuring agency to delegate 
responsibility to the contractor for the design, development, and production of 
the operational system described in a prime contract. Additionally, sections 
2(c) and 5(b) of the bill would amend 10 U.S.C. 2306(¢) so as to remove the 
present restriction on, and encourage the use of, incentive-type contracts, While 


sections 9(a) and 9(b) of the bill would exempt future fixed price contracts 
contracts made after formal advertising, and incentive-type contracts made 
<a 


under chapter 137 of title 10, from excessive profit recapture under either the 
provisions of the Renegotiation Act of 1951, as amended, 50 U.S.C. App. 1214. 
224, or the Vinson-Trammel Act, 34 U.S.C. 496. 

These provisions would enlarge upon the recently conceived Weapon-system 
concept of procurement by extending that concept to operational systems, anq 
would permit certain of the Government’s basic management responsibilities to pe 
vested in a single prime contractor. Under such an arrangement the Govern. 
ment would be placing complete reliance for design, development, and production 
of materials required for the country’s defense upon the skills, integrity, ang 
business acumen of relatively few contractors. 

The bill would foster substantial revisions of procurement policies and Goy. 
ernment-contractor relationships and, as such, the advisability of its enactment 
is basically a policy matter for the Congress to decide. However, we have mis. 
givings on those features of the bill involving the transfer of certain management 
responsibilities to contractors, the diminution of effective competition, and the 
weakening of Government controls over prices and profits which could possibly 
have a spiraling effect on inflationary trends in our economy. We believe the 
transfer to prime contractors of a substantial part of the Government's map- 
agement responsibilities, its control over design, development, and production of 
an operational system, and of its effective control over subcontracting would 
tend to defeat the purposes the legislation seeks to achieve. For example: 

1. The bill apparently would not seek to retain effective competition through 
the design, research, and development stages of an operational system. Once a 
single prime contractor is selected for design, development, and management of 
the entire system, the Government would look only to his ingenuity and techni- 
“al capabilities for effective solution of the problems involved and would lose 
the advantages of ideas and potential discoveries of competitors if engaged in 
similar design and development activities. If competition is not retained through 
design and development stages, there is little likelihood of effective competition 
for subsequent production contracts. Concerns who would otherwise be con- 
tenders for an award of a production contract would usually not have acquired 
the know-how or familiarity with design and techniques to the extent of being 
effective competition to the operational system contractor. We believe there isa 
real danger that the loss of effective competition throughout all stages of the pro- 
curement would not only result in higher costs to the Government but would 
have an adverse effect on lead time and quality of the product or complement of 
products within the system, both of which are objectives sought to be achieved by 
the bill. Without questioning the integrity of industry, we believe that a con- 
tractor without real competition could become complacent and could allow itself 
to become so concerned primarily with matters of major interest only to its own 
organization that such matters as delivery time, quality of product, and emergency 
needs of the Government would become of secondary concern. 

2. Elimination of effective competition would, we believe, retard advances in 
state of the art of the product involved. Under the bill, the procurement needs 
of the Department of Defense would probably become more concentrated in 
contracts with relatively few prime contractors, leaving other sources of supply, 
who could contribute substantially to the advancement of the art, dependent 
upon such subcontracts for Government work as the prime contractor saw fit 
to award. While the bill embodies a requirement that the prime contractor” pro- 
vide such opportunity for such competition among persons interested in becoming 
subcontractors thereunder as is consistent with the efficient procurement of the 
property and services needed by the contractor,” control of the work is retained 
by the prime contractor and could result in not subcontracting work to other 
suppliers who might thereby become strong competitors in the field. The prime 
contractor is in a position to dominate the field where new weapons or tech- 
niques are involved, and such domination does not necessarily result in progress. 
In practice, progress could be hindered. 

3. The bill seems to endorse competition as a desirable and effective method 
of subcontracting the work or property needed by the prime contractor. We are 
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of the opinion that it is also logical to maintain effective competition among prime 
contractors for the design, development, research, and production of any system 
or components thereof. LT to vest 

4, The bill authorizes and encourages transfers to the prime contractor for an 
“operational system” of certain Management responsibilities which normally 
have been retained by the military departments. The bill appears to contem- 
plate assignment to a single contractor of very broad authority to determine 
and be responsible for design, development, and production of the weapon 
system. This would permit the military departments to transfer important 
portions of their responsibilities to contractors. Such action could result in a 
single econtractor’s attaining so dominant a position with respect to a vital weapon 
system, and the military department's losing such control, that it becomes almost 
completely dependent, as a practical matter, upon the contractor. This could 
seriously impair the military department 8 ability to discharge its basic military 
mission. We believe that full exercise of the authority granted by the bill 
would place the Government in the unfortunate position of being responsible for 
execution of a military mission without sufficient control over the resources 
available for supplying logistical requirements needed for the mission. Such 
divided responsibility, in our opinion, might result in chaos and eventually 
defeat the stated objectives of the bill. 

5. We believe the transfer of management responsibilities relating to design, 
development, and production of “operational systems” would encourage the 
migration from Government to industry of engineering and scientific skills. This 
would further reduce the Government’s ability to effectively control quality, 
timeliness, adaptation to military use, and operational capability of products 
procured. 

6. The bill would encourage the use of incentive type contracts with single 
prime contractors for an “operational system.” Specifications would be stated 
in their simplest terms and the contracts would be exempt from renegotiation. 
This combination of advantages to relatively few industrial firms without the 
full forces of competition present could increase the incentive to higher profits 
and make price negotiation more difficult, but we see no assurance that it 
would create an incentive to contractors to be efficient or low-cost producers. 

To summarize, we believe that effective competition is not a deterrent to the 
shortening of leadtime. Conversely, we believe effective competition stimulates 
early delivery as well as the development of an effective and durable product. 
The bill tends to favor the placement of a substantial portion of defense pro- 
curement activity with a relatively few prime contractors, with added profit in- 
centives by elimination of the renegotiation or recapture of excess profits. This 
action, we think, will eventually result in the loss of effective competition, and 
in higher prices and retarded progress. 

The secondary objective of the bill would appear to be the promotion of 
efficiency and economies in the normal procurement processes of our military 
agencies. To accomplish these objectives section 2(a) states a congressional 
policy favoring procurement, to the maximum extent practicable, of products 
of a commercial or industrial character which are readily available on the open 
market, while sections 4(a) and 4(b) would repeal the present provisions of 
10 U.S.C. 2305(b), requiring specifications in invitations for bids to be suffi- 
ciently descriptive to permit full and free competition, and would amend 10 
U.S.C. 2805(a) so as to require specifications and invitations for bids to permit 
only such free and full competition as is consistent with the procurement of 
the property and services needed by the procuring agency. This latter concept 
would be further implemented by section 4(f) of the bill, which would amend 
10 U.S.C. 2305 by adding a subsection (e) requiring specifications in both adver- 
tised and negotiated procurements to identify the property to be procured in 
the simplest manner consistent with the needs of the agency, the nature of the 
property, the requirements of cataloging and standardization programs, and, 
wherever practicable, in terms of performance rather than in terms of design 
and manufacturing details. Additionally, section 3 of the bill would establish 
the concept of “competitive negotiation” (which is defined in section 4(d) as the 
solicitation of proposals from two or more sources), and would permit the use 
of this method as an unconditional alternative to formal advertising to effect any 
or all procurements under chapter 137, title 10, U.S.C., subject only to a deter. 
mination by the procuring agency that competitive negotiation conforms to the 
congressional policy, stated in section 2(b), that this method of procurement 
“will assure such competition in conformity with the principles of the Nation’s 
free enterprise economy as is consistent with the needs of the agency, the char- 
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acter of the products or services being procured, and the commercial or industrig) 
environment of such products or services.” ' 

These changes in existing law appear to be intended primarily to produ 
two results. First, to effect savings in time and paprework by permitting poo 
petitive negotiation without requiring the head of an agency or other Procure. 
ment official to determine or decide that a procurement is within one of the 17 
exceptions to formal advertising in 10 U.S.C. 2804(a). Second, to 
eliminate the necessity in an advertised procurement for preparation of detailed 
design and manufacturing specifications. 

It is conceivable that a saving in time and paperwork reasonably might be 
expected in the negotiation of contracts if procurement officials are no longer 
required to justify the use of other than formal advertising procedures prior tp 
contract awards. However, the present requirement for procurement by formal 
advertising in the Armed Services Procurement Act of 1947, 10 U.S.C. 2304(q) 
the Federal Property and Administrative Services Act, 41 U.S.C. 252(¢), and 
section 3709 of the Revised Statutes, 41 U.S.C. 5, appears to be based upon two 
sound principles. First, that all suppliers who are capable of supplying the 
needs of the Government should be given an equal opportunity to do so ang 
second, that full and free competition provides one of the best assurances ty 
the Government of procuring its needs at the lowest prices obtainable. The 
advisability of adhering to these principles to the maximum extent possible 
in the defense agencies was recognized by the Congress in retaining a preference 
for procurement by formal advertising in section 2(c) of the Armed Services 
Procurement Act, 10 U.S.C. 2304(a), and in authorizing negotiation only wher 
a procurement met the requirements of one of the 17 exceptions presently set out 
therein. These exceptions reflect situations in which formal advertising cond 
properly be classified as impracticable or not in the public interest, 

While section 4(a) of the bill speaks of situations in which formal advertis. 
ing is required under section 2304, neither that section nor any other section of 
title 10, as amended by the bill, would contain any requirement for the use of 
formal advertising. The provisions of section 3(a), authorizing purchases and 
contracts for property or services to be made either by formal advertising or 
by competitive negotiation, would therefore permit an agency to procure all of 
its needs after negotiation with no more than two suppliers, so long ag the 
procuring officials determined that this method of procurement provided such 
competition “as is consistent with the needs of the agency, the character of the 
products or services being procured, and the commercial or industrial environ- 
ment of such products or services,” as set out in the policy statement contained 
in section 2(b) of the bill. 

It is our opinion that the principle of equal opportunity to supply the needs 
of our Government is consistent with the Nation’s free enterprise economy, that 
full and free competition is important to economical procurement by the Gov- 
ernment, and that exceptions to these principles, in the form of authority to 
negotiate, should be granted only where it is impracticable or against the 
public interest to submit the needs of the Government to all qualified suppliers 
by formal advertising for bids. It is our further opinion that the only way to 
be certain supplies or services are being offered at truly competitive prices is 
to obtain full and free competition, and that supplies and services which are 
susceptible of procurement by formal advertising will, overall, be obtained at 
substantially lower prices on that basis. 

Whether the time has now arrived for a departure from the principles of 
full and free competition through equal opportunity to compete would appear 
to be a policy question for the Congress to decide. However, for the above 
revsons we are unable to recommend favorable consideration of the unrestricted 
authorization to contract by competitive negotiation which is contained in 
section 3 of the bill. 

Additionally, we note that the provisions of section 4(f) would authorize both 
formal advertising and competitive negotiation to be conducted in accordance 
with regulations prescribed by the Secretary of Defense. The explanatory te 
marks upon introduction of the bill indicate that one of its purposes is to fore- 
close the possibility of having these procedures defined by any Government 
agency, outside the Department of Defense, which would not be as sensitive to 
the needs of military procurement. It would therefore appear that section 
4(f) is intended to authorize the issuance of such regulations governing formal 
advertising as the Secretary of Defense may consider appropriate and ¢ould 
be used to legalize many practices and transactions which are presently cov- 
sidered improper. 
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extent to which Congress may wish to delegate authority to the execu- 
h to implement statutes by regulation is, of course, a matter of policy. 
questions involving the legality of contracts awarded after formal 
“avertising have heretofore been considered on the basis of a body of care- 
= considered court decisions and administrative law dating back to enact- 
- of the provisions of section 3709, Revised Statutes, in the year 1861. We 
Toe sound reason for a present departure from the principles expressed in 
‘oon decisions, and since this portion of section 4(f) may be construed to 
substitute such regulations as the Secretary of Defense may see fit to issue 
for the body of law which now controls formal advertising and contract awards 
thereunder, we strongly recommend against its enactment. 

Concerning that portion of section 4(f) which would require the use of 


The 
tive brane 
However, 


rformance specifications wherever practicable, we believe there are fre- 
a good reasons to develop firm specifications rather than specifications 
q ¥ performance characteristics only. The legislative history of the 


expressing ACS zisle |! 
oad Services Procurement Act of 1947, as amended, indicates that the inten- 


tion of Congress in enacting legislation relating to standardization and inter- 
changeability was to lessen the problems of logistical support to the Armed 
Forces, to procure supplies economically, and to channel more procurement 
contracts to small business concerns. (See Senate Report No. are accompany- 
ing H.R. 1366, 80th Cong., Ist sess.) We feel these considerations are still 
valid and are directly related to detailed specifications. On the other hand, 
we recognize that in the procurement of items not fully developed, it is necessary 
to state specifications in terms of performance characteristics. Nevertheless, 
to require that they shall be so stated wherever practicable may result in such 
emphasis on specifications based on performance characteristics as to cause 
excessive use of this form of specifications. This would seem to present prob- 
lems of control over quality of the product to be delivered in keeping with the 
price to be paid by the Government. In view of the varied and complicated 
nature of our defense procurements we believe it important that the procur- 
ing agency use the method best suited to the particular circumstances, and we 
therefore recommend against legislation which would encourage the use of one 
type of specifications in preference to others. 

Section 4(b) of the bill would repeal the present provisions of 10 U.S.C. 2305 (b) 
which require specifications in a formally advertised procurement to contain the 
necessary language and attachments to permit full and free competition, while 
section 4(a) would substitute a requirement that both the specifications and the 
invitation for bids in a formally advertised procurement permit only such free 
and full competition as is consistent with the procurement of the property and 
services needed by the agency concerned. 

As indicated above, formal advertising is predicated upon the principle that 
all suppliers are entitled to an equal opportunity to submit competitive bids, and 
the concept of competitive bidding necessarily implies that all bids be based 
upon supplying either the same material or material equal in all respects, and 
upon furnishing such material subject to the same conditions and requirements. 
Advertised procurements which attempt to deviate from these concepts are 
particularly susceptible to charges of favoritism, fraud, and waste of appropriated 
funds. The effect of enactment of sections 4 (a) and (b) would therefore be to 
permit the procuring agency to limit competition either by the terms of the invi- 
tation or the specifications, a procedure which, at the present time, is limited to 
hegotiated procurements and must be considered diametrically opposed to both 
the concept of formal advertising and the justification for its use. 

In view of the matters set out above we believe enactment of the provisions 
of section 4 of the bill to be both unnecessary and inadvisable. 

As a final incentive to full utilization of the skills and knowledge of industry, 
section 2(c) of the bill states a congressional preference for the use of incentive- 
type contracts in the procurement of advanced weapons and other operational 
systems, while, as previously stated, section 9 would amend the Renegotiation Act 
of 1951 to exempt incentive-type contracts, together with fixed price contracts and 
any contract made after formal advertising, from the profit recapture provisions 
of both that act and the Vinson-Trammel Act. 

We do not favor the enactment of section 9 of the proposed bill because we 
believe the reasons for legislation to provide protection to the Government such 
a8 Is contained in the Renegotiation Act and the Vinson-Trammel Act are still 
valid. Practices, which are given legal sanction and encouragement by other 
provisions of the bill, of placing fewer but larger contracts for complete “opera- 
tional systems,” and the use of incentive-type contracts where target costs may be 
established before design of the item and production costs are stabilized, would 
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appear to make renegotiation more necessary than ever. While we recognize 
that the exempted types of contracts as well as other contracts are designeg to 
preclude “excessive profits,” we find in many cases, unfortunately, that they do 


not do so. 


Prices are often established without adequate consideration of current or Prior 


production cost information relating to the same or similar items. 


by the Government because of lack of adequate consideration of available 
data.) 


prices, and profits. We are not convinced that legislation embracing the 


ation of the bill. 
Sincerely yours, 
JOSEPH CAMPBELL, 


Comptroller General of the United States. 


Contract audit reports submitted to the Congress on prices negotiated on the 
basis of inadequate cost data reports issued in calendar years 1957 and 1958 


————____.. 


: Report 
Contractor Agency 


Number Date 


COST INFORMATION WAS NOT AVAILABLE 

General Motors Corp., AC Spark Plug Division, Mil- | Air Force 
waukee, Wis. | | 

Avtron Manufacturing, Inc., Cleveland, Ohio__- 7 .do B-133103 Do 


COST INFORMATION WAS MISSTATED 


General Motors Corp., Buick-Oldsmobile-Pontiac As- do B-125054 | July 19, 1957 


sembly Division, Kansis City, Kans. | 
COST INFORMATION AVAILABLE WAS NOT PROPERLY USED 
| 
} 


General Motors Corp., Buick-Oldsmobile-Pontiac As- do B-125054 Do. 
sembly Division, Kansas City, Kans. | 

Need for current cost data in negotiations of defense con- | Army | B-125050 | Mar. 13, 1958 
tracts.! | 

McDonnell Aircraft Corp., St. Louis, Mo | Air Force B-132936 | Mar. 19, 1958 

Genera! Motors Corp., Cleveland Diesel Engine Division, | Navy-- B-133007 | May 26, 1958 
Cleveland, Ohio. | 

Lambert Engineering Co., St. Louis, Mo--- | Navy/Air Force....| B-132942 | June 5, 1958 

Goodyear Aircraft Corp., Arizona Division, Litchfield | Air Force_-- | B-118787 | Aug. 29, 1958 
Park, Ariz. | | 

Collins Radio Co., Cedar Rapids, Iowa — Navy..--- B-125016 | Sept. 16, 1958 

Firestone Tire & Rubber Co., Los Angeles, Calif. _- ‘ Air Force x B-133056 | Oct. 14, 198 

A. O. Smith Corp., Milwaukee, Wis Army B-132945 | Dec. 3, 1958 

General Motors Corp., AC Spark Plug Division, Mil- | Air Force___- B-133021 | Dec. 8, 1958 
waukee, Wis. 

Avtron Manufacturing, Inc., Cleveland, Ohio-_--- | do B-133103 Do 


1 Summarizes GAO observations on need for current cost data in negotiations previously included in 


reports to Department of the Army on: 


Report 
Contractor 
Number Date 
Lempco Products, Inc., Bedford, Ohio--_--_- ; | B-118696 | Aug. 17, 
Norris-Thermador Corp., Vernon, Calif---- : L | B-118710 | Oct. 17, 


Airtex Products, Inc., Fairfield, Ill_-- 





Norte.—Certain reports are listed under more than one deficiency caption because the report either 
(a) contains more than one finding or (¥) more than one type of deficiency contributed to the finding. 





times results in unwarranted cost to the Government and unanticipated profit 


to the contractor. (See schedule attached for list of GAO audit reports isgyeg 
to Congress in calendar years 1957 and 1958, disclosing unreasonable prices paid 
Cost 

We are convinced that enactment of the provisions of this bill may be expected 
to result in a diminution of effective competition, a gradual concentration of orders 
for our defense needs in a relatively few number of contractors, and increased 
costs to the Government resulting from a weakening of control over quality 
: ee : ; ‘ Concepts 
set out in this bill would necessarily result in shorter lead time in the develop. 
ment and production of weapons than is possible under existing law, or in jp. 
creased efficiency and economies in the normal procurement processes of opr 
military agencies. We are therefore unable to recommend favorable consider. 


wid ; B-133021 | Dee. 8, 1958 





B-118723 | Dec. 12 


| 
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S. 1383 


[86th Cong., 1st sess. ] 


4 BILL To require the use of competitive bidding to the greatest practicable extent in the 





rocurement of property and services by the armed forces through the establishment by 
eo Secretary of Defense of specific standards governing the use of negotiated contracts 
for such procurement, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United 
states of America in Congress assembled, That (a) that portion of section 
9304 (a), chapter 137, title 10, United States Code, which precedes numbered 
cause (2) thereof, is amended to read as follows : 

“(a) Purchases of and contracts for property or services covered by this 
chapter shall be made by formal advertising. However, the head of an agency 
may negotiate such a purchase or contract if he determines, in conformity with 
regulations which the Secretary of Defense shall prescribe, that— 

“(1) such action is necessary in the public interest during a national 
emergency declared by the Congress or the President ;”. 

(bp) Numbered clause (11) of such subsection is amended by striking out 
the words “that he determines to be” and inserting in lieu thereof the word 
“required”. 

(c) Numbered clause (12) of such subsection is amended by striking out the 
words “he determines”. 

(d) Numbered clause (138) of such subsection is amended by striking out 
the words “equipment that he determines to be”. 

(e) Numbered clause (14) of such subsection is amended to read as follows: 

“(14) the purchase or contract is for technical or special property the 
production of which will require a substantial initial capital investment 
or an extended period of preparation for manufacture, and that formal 
advertising and competitive bidding for the procurement of such property 
would require duplication of investment or preparation already made, or 
would unduly delay the procurement of that property ;”. 

(f) Numbered clause (15) of such subsection is amended by striking out 
the words “he determines that the”. 

(g) Numbered clause (16) of such subsection is amended by striking out 
the words “he determines that”. 

(h) Numbered clause (17) of such subsection is amended to read as follows: 

“(17) negotiation of the purchase or contract is expressly authorized 
by another provision of law.”. 

Src. 2. (a) Subsection (b) of section 2304, chapter 137, title 10, United 
States Code, is amended to read as follows: 

“(b)(1) Regulations promulgated by the Secretary of Defense under sub- 
section (a) of this section shall contain a detailed statement of the standards 
by which the applicability of each of the exceptions contained in clauses (1)—(17) 
of such subsection shall be determined. Such regulations shall (A) provide for 
wiform practices by all armed forces in the application of the provisions of 
such subsection, and (B) make effective provision for the use of competitive 
bidding in the procurement of property and services to the maximum practicable 
extent consistent with the policy declared by section 2301 of this chapter. The 
Secretary of Defense shall transmit promptly to the Committees on Armed 
Services, Appropriations, and Government Operations of the Senate and of the 
House of Representatives copies of all regulations promulgated under such sub- 
section and all amendments and revisions of such regulations. 

“(2) The data respecting the negotiation of each purchase or contract under 
clauses (1)—(2) and (7)-(17) of subsection (a) shall be kept by the con- 
tracting agency for six years after the date of final payment on the contract. 
“(3) Whenever the head of an agency determines that any purchase or con- 
tract may be negotiated pursuant to clause (10) or clause (15) of subsection 
(a), he shall transmit promptly to the Attorney General in writing a full and 
complete statement of the facts and circumstances upon which such determina- 
tion was made. Upon receipt of any such statement, the Attorney General 
shall take such action as he shall consider appropriate to determine whether 
any violation of law was responsible for or contributed to the inability of the 
armed force concerned to obtain competition for such purchase or contract. 
The Attorney General shall transmit to the Congress annually a report con- 
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taining a full and complete statement of the results of all investigations con- 
ducted by him during the preceding year pursuant to this paragraph, ang such 
recommendations for additional legislation as he may deem appropriate to 
prevent the impairment of procurement activities of the armed forces by un- 
lawful restraints and monopolies.” 

(b) The first sentence of subsection (e) of such subsection is amended ty 
read as follows: “A report shall be made to the Congress, on May 19 and Novem. 
ber 19 of each year, of the purchases and contracts made by negotiation under 
clauses (1), (2), (10), (11), (15), and (16) of subsection (a) during the 
period since the date of the last report.”. 

Sec. 3. The amendments made by this Act shall take effect on the first day 
of the fourth month beginning after the date of enactment of this Act. 


REPORT OF DEPARTMENT OF DEFENSE ON 8S. 1383 


GENERAL COUNSEL OF THE DEPARTMENT OF DEFENSE, 
Washington, D.C., July 8, 1959. 
Hon. RicuHarp B. RUSSELL, 
Chairman, Committee on Armed Services, 
US. Senate. 

Deak Mr. CHAIRMAN: Reference is made to your request for views of the De 
partment of Defense on S. 1383, 86th Congress, a bill to require the use of eo. 
petitive bidding to the greatest practicable extent in the procurement of prop 
erty and services by the Armed Forces through the establishment by the Seere 
tary of Defense of specific standards governing the use of negotiated contracts 
for such procurement, and for other purposes. 

The stated purpose of S. 1883 is to amend section 1304 of chapter 187, title 
10, United States Code (formerly the Armed Services Procurement Act of 1947) 
in the following respects : 

(1) To amend subsection (a) of section 2304 to require the head of 
an agency, in invoking one of the specific exceptions contained in clauses 
(1) through (17) of that subsection for the negotiation of a purchase or 
contract to make determinations thereunder in conformity with regula- 
tions prescribed by the Secretary of Defense; 

(2) To make clauses (14) and (17) of subsection (a) of that section 
somewhat more restricted in scope; 

(3) To amend subsection (b) of section 2304 to require the Secretary of 
Defense in promulgating the regulations referred to above (A) to provide 
for uniform practices to be followed by the Armed Forces in the making of 
purchases or contracts by negotiation; (B) to make effective provision for 
the use of competitive bidding in the procurement of property and services 
to the maximum practicable extent consistent with the policy declared in 
section 2301; (C) to provide that the Secretary of Defense shall furnish the 
Committees on Armed Services, Appropriations, and Government Operations, 
with copies of such regulations and amendments or revisions thereto; and 
(D) to require the retention for 6 years by the agencies concerned of records 
concerning contracts negotiated under clause (2) of subsection (a) in addi- 
tion to the records similarly retained now for contracts negotiated under 
clauses (1) and (7) through (17) : 

(4) To amend subsection (b) of section 2304 to require the agency heads, 
in each instance in which it is determined to negotiate a contract under 
clauses (10) and (15) of subsection (a) to report the facts and circum- 
stances upon which the determination was based to the Attorney General 
who would be required (A) to determine whether any violation of law con- 
tributed to the inability of the procuring agency to obtain competition and 
(B) to make an annual report to the Congress concerning the results of such 
investigations and recommending any additional legislation he might deem 
appropriate ; 

(5) To amend subsection (e) of section 2304 to require the agency 
heads, in making semiannual reports to the Congress with respect to certain 
sategories of negotiated contracts, to include in addition thereto similar 
reports with respect to negotiated contracts made under clauses (1), (2), 
(10), and (15) of subsection (a). 

The Department of Defense is opposed generally to S. 1383 for the reasons 
set forth below. 
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Detailed regulations to be applied uniformiy by the inilitary departments in 
their implementation of chapter 137, title 10, [ nited States Code, are found 
jn the Armed Services Procurement Regulation which is a regulation of the 
gecretary of Defense under the provisions of section 2202 of title 10. Section 
1 of this regulation, for example, contains comprehensive instructions to the 
pilitary departments outlining criteria, standards, and conditions pertaining 
to the negotiation of contracts under each of the 17 exceptions listed in subsec- 
tion (2) of section 2304. Furthermore, under this regulation, effective provision 
ig made for the use of competitive bidding to the maximum practicable extent 
whether the procurement is by the formally advertised method as set forth 
in section 2305 or by negotiation under section 2304. Accordingly, the proposed 
amendments to section 2304 which would require the Secretary of Defense to 
promulgate uniform regulations on the use of the 17 exceptions contained in 
subsection (a) of that section are unnecessary. 2 i 

In this connection, it is to be noted that chapter 137 of title 10 applies not 
gly to purchases and contracts by the Department of Defense but also by 
the Coast Guard and the National Aeronautics and Space Administration. It is 
assumed that it is not intended to require those agencies to be governed by 
regulations prescribed by the Secretary of Defense. 

A further effect of the amendment proposed by section 1(a) of the bill would 
he to require formal determinations before any of the exceptions contained in 
dauses (1) through (10) and (17) of subsection (a) could be utilized. Even 
though the authority to make such determinations would be delegable by the 
head of the agency pursuant to section 2311, such a requirement would be ad- 
ninistratively burdensome and for the most part would serve no useful purpose. 
The use of most of these exceptions is self-determinable. For example, under 
dause (3), negotiation is authorized where the aggregate amount involved is 
nt more than $2,500. A formal determination to this effect would appear 
unecessary. The burdensome nature of the requirement for determinations in 
small purchases of $2,500 or less is shown by the fact that in fiscal year 1958 
there were 3,659,000 such transactions in the Department of Defense and in 
the first half of the current fiscal year there were 2,271,000 such transactions, 
The paperwork which this requirement would impose on the purchasing offices 
of the Department of Defense would seriously impede the purchasing process. 

Certain changes to clauses (14) and (17) of subsection (a) which would be 
made by sections 1(e) and 1(h) of the bill are objectionable. Clause (14) 
now provides : 

“(14) the purchase or contract is for technical or special property that 
he determines to require a substantial initial investment or an extended 
period of preparation for manufacture, and for which he determines that 
formal advertising and competitive bidding might require duplication of 
investment or preparation already made or would unduly delay the procure- 
ment of that property ;”. [Italic supplied.] 

Section 1(e) would among other things amend the above section to add the word 
“capital” to the term “substantial initial investment’ and would change the 
word “might” italicized above to the word “would.” In connection with the 
first change, the bill does not provide a definition of the words “substantial initial 
capital investment” but one effect of the change might be to deny the Department 
of Defense the authority to negotiate where, for example, a contractor has 
required production techniques and know-how through a substantial investment 
in prior developmental work which would have to be duplicated by any other 
contractor. As a matter of procurement policy there is no sound basis for 
distinguishing in this context between the deuplication of an initial capital 
Investment and the duplication of other initial investments if both are sub- 
stantial in amounts. As to the second change, as noted above, there will be 
instances where negotiation should properly be authorized under this clause 
and yet the Secretary may be unable to make an advance determination with 
the certainty required by the new language that formal advertising and com- 
Petitive bidding “would require duplication of investment or preparation already 
made,” 

Clause (17) would be amended by section 1(h) of the bill to permit negotiation 
der another provision of law only where expressly authorized by that provision 
of law, Other statutes may authorize the negotiation of contracts without 
doing so by express language. This is the case with respect to section 15 of 
the Small Business Act (Public Law 85-536) under which set-asides for small 
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business concerns are negotiated under joint determinations by the proc 
agency and the Small Business Administration. 

With respect to that portion of section 2(a) of the bill which would amend 
subsection (b) of section 2304 to require that the Secretary of Defense regula. 
tions under subsection (a) contain a detailed statement of standards, Provide 
uniform practices, and make effective provision for the use of competitive bidding 
the comments set forth above on section 1(a) of the bill are applicable. The 
exact meaning of the term “competitive bidding” as used therein is not Clear 
However, it is assumed that it refers to competitive bidding in connection with 
either formally advertised procurements in accordance with section 2305 or 
negotiated procurements made under subsection (a) of section 2304. There 
is no objection to that portion of section 2(a) which would amend subsection (b) 
to provide that the Secretary of Defense shall transmit such regulations and 
any amendments or revisions thereto to the Congress although, again, such t 
statutory requirement would appear unnecessary. In addition, there ig pg 
objection to the amendment to subsection (b) to require that data respecting the 
negotiation of each contract under clause (2) of subsection (a) be kept by the 
contracting agency for 6 years after the date of final payment. Under the 
existing subsection (b), this requirement now applies to clauses (1) and (7) 
through (17). 

The Department of Defense is opposed to that portion of section 2(a) which 
would amend.subsection (b) of section 2304 to require a report to the Attorney 
General whenever the head of an agency determined that any purchase or cop. 
tract might be negotiated pursuant to clause (10) or clause (15) of subsection 
(a). Such a requirement would impose a considerable administrative burden on 
the Department of Defense and the Department of Justice and is unnecessary in 
view of present provisions of the law and the regulations of this Department, 

The proposed amendment apparently is based on the assumption that, in all 
cases, the circumstances which justify the use of either of the exceptions con- 
tained in these clauses involve possible violations of the antitrust laws. Such 
is not the case, particularly in connection with clause (10). For example, under 
section 3—-210.2 of the Armed Services Procurement Regulation, the authority con- 
tained in clause (10) may be used in the situation where it is impossible to draft 
adequate specifications or any other adequately detailed description of the re 
quired supplies or services in order to permit formal advertised procurement. 
Many other situations, as set forth in the regulation, where negotiation is proper 
under clause (10) do not involve possible violations of the antitrust laws. The 
requirement that a complete report of each such negotiation under clause (10) 
be made to the Attorney General would result, if it was applicable to Department 
of Defense procurement for fiscal year 1959, in the making by the Department 
of Defense of approximately 70,000 such reports. Under clause (15), a pur 
ehase or contract may be negotiated if it is determined that bid prices received 
after formal advertising are unreasonable as to all or part of the requirements, or 
were not independently reached in open competition. Even under this clause, a 
situation justifying its use need not necessarily involve a possible violation of 
the antitrust laws. 

Section 2305(d) of title 10, United States Code, now provides that if the agency 
head considers that any bid received after formal advertising evidences a viola- 
tion of the antitrust laws, he shall refer the bid to the Attorney General for 
appropriate action. Section 1-111.2 of the Armed Services Procurement Regu 
lation implements this statutory provision. With the concurrence of the Depart- 
ment of Justice, this regulation requires the submission to the Attorney General 
of reports where there is reason to believe that bids, in formally advertised pro 
curements, or proposals, in negotiated procurements, may not have been ar 
rived at independently. The regulation states that practices which are de 
signed to eliminate competition or restrain trade, and which may evidence pos 
sible violations of the antitrust laws, include collusive bidding, follow-the 


uring 


leader pricing, rotated low bids, uniform estimating systems, sharing of the | 


business, and identical bids. ! 
Section 2(b) of S. 1383 would amend subsection (e) of section 2304 to require, 


in addition to what is now required for purchases and contracts negotiated under 
clauses (11) and (16) of subsection (a), semiannual reports to the Congress 02 


the use of the authority contained in clauses (1), (2), (10), and (15). Under 
this report there would be required to be named (i) each contractor, (ii) ‘the 
amount of each contract, and (iii) a description of the property and services 
covered by each contract. It is considered that such a report on each contract 


















































woul 
ber ¢ 
addi 
89,00 
ing ¢ 
tract 


miss 


Hon. 
Chat 
US. 


20, 1 
gres 
exte 
the 

the | 


chay 
pres 
ards 
cont 
prac 
(3) 
of p 
ness 
W 
subs 


title 
the 
We 
lati¢ 
sug 
ury, 
pres 
that 
ury, 
afte 
C 
req 
tive 
exte 
fail 
sug 
foll 


(2 
an 
the 


pro 
“ex 
of 1 
heg 
the 
Pul 
em) 


curing 


amend 
regula. 
Provide 
bidding, 
©. The 
it clear, 
On with 
2305 or 

There 
‘ion (b) 
ONS and 
such a 
e is ho 
ting the 
t by the 
der the 
and (7) 


) which 
\ttorney 
OF COn- 
bsection 
irden on 
ssary in 
ment, 

it, in all 
Ons ¢on- 
s. Such 
e, under 
rity con- 
to draft 
f the re 
urement. 
iS proper 
ws. The 
use (10) 


yartment | 


partment 
}, @ pur- 
received 
nents, or 
clause, a 
lation of 


e agency 
; a viola- 
neral for 
nt Regu 


» Depart- | 


- General 
‘ised pro- 
been ar- 

are de 
ence pos 
‘llow-the- 
ig of the 


» require, | 


‘ed under 
ngress on 
.. Under 
(ii) the 
| services 
contract 


MILITARY PROCUREMENT 21 


would impose a considerable reporting problem. It is estimated that the num- 
per of purchases and contracts required to be reported under such a provision, in 
addition to those now made for clauses (11) and (16), would be approximately 
89,000 for fiscal years 1959. There would be no objection, however, to furnish- 
ing a report of the total number and total dollar amounts of purchases and con- 
tracts negotiated under each of the clauses. . 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to the Congress. 

Sincerely yours, 
ROBERT DECHERT. 


REPORT OF COMPTROLLER GENERAL ON §. 1383 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, June 17, 1959. 
Hon. RicHarp B. RuSSELL, 
Chairman, Committee on Armed Services, 
U.S. Senate. 

Dear Mr. CHAIRMAN: Further reference is made to your letter dated March 
90, 1959, acknowledged March 24, requesting our comments on S. 1383, 86th Con- 
gress, a bill to require the use of competitive bidding to the greatest practicable 
extent in the procurement of property and services by the Armed Forces through 
the establishment by the Secretary of Defense of specific standards governing 
the use of negotiated contracts for such procurement, and for other purposes. 

To accomplish the purpose stated above the bill would amend section 2304 of 
chapter 137, title 10, United States Code, to require the Secretary of Defense to 
prescribe regulations which would (1) contain a detailed statement of the stand- 
ards by which the applicability of each of the 17 exceptions to formal advertising 
contained in subsection 2304(a) would be determined; (2) provide for uniform 
practices by all Armed Forces in applying the provisions of such subsection ; and 
(3) make effective provision for use of competitive bidding in the procurement 
of property and services to the maximum extent consistent with the small busi- 
ness policy set out in section 2301. 

While the requirements with respect to such regulations, as set out in proposed 
subsection 2304(b) (1), would appear to be intended for application only to the 
Armed Forces (Army, Navy, and Air Force) it should be noted that chapter 137, 
title 10, United States Code, also applies to purchases and contracts executed by 
the Coast Guard and by the National Aeronautics and Space Administration. 
We assume it is not intended that the two latter agencies be governed by regu- 
lations issued by the Secretary of Defense. If this assumption is correct, it is 
suggested that the bill be amended by substituting “the Secretary of the Treas- 
ury, or the Administrator, National Aeronautics and Space Administration, shall 
prescribe for their respective agencies, that’ for the phrase “shall prescribe, 
that” in line 3, page 2, and by inserting the words “the Secretary of the Treas- 
ury, and the Administrator, National Aeronautics and Space Administration” 
after the word “Defense” in line 13, page 3, of the bill. 

Concerning that portion of prosposed subsection 2304(b) (1) which would 
require the regulations promulgated under subsection 2304(a) to make effec- 
tive provision for the use of competitive bidding to the maximum practicable 
extent, we believe it would be advisable to also require justification where 
failure to use formal advertising is based upon impracticability. We therefore 
Suggest that the proposed subsection 2304(b)(2) be amended by adding the 
following sentence: 

“The data respecting the negotiation of each purchase or contract under clause 
(2) and (10) of subsection (a) shall include, but not necessarily be limited to, 
an affirmative statement that it is impracticable to use formal advertising and 
the reasons upon which such determination is based.” 

Subsection 2304(a) (17) as proposed by the bill would limit negotiation under 
provisions of law other than subsections 2304(a)(1)-—(16) to those laws which 
“expressly” authorize negotiation. Under regulations issued b ythe Departments 
of the Army, Navy, and Air Force, subsection 2304(a) (17) is presently used in 
hegotiating contracts for transportation by common carriers under 49 U.S.C. 65; 
the employment of housing architect and egineering firms under section 406 of 
Public Law 84-345: the purchase of blind-made products under 41 U.S.C. 48; the 
employment of contract surgeons under 10 U.S.C. 107; and the a ward of set- 
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aside procurements to small-business concerns under section 15 of Public Lay 
85-536. It is our opinion that only the first two statutes cited above wouig 
qualify as containing the express negotiation authority which would be required 
by the proposed subsection 2304(a)(17). Presumably, the negotiated employ- 
ment of contract surgeons could be continued under subsections 2304(a) (2) or 
(4), however, if the purposes to be accompished by the remaining statutes are 
to be continued, it would appear to be necessary and advisable to either ameng 
such statutes to include express authority to negotiate or to eliminate the pro- 
posed subsection 2304(a) (17) from the present bill. 

We have no special information with respect to the impact which the reporting 
and investigative requirements under proposed subsection 2304(b) (3) may be 
expected to have upon the operations of the Department of Justice and the milj- 
tary departments. We assume that the reports to your committee from the 
Attorney General and the Secretary of Defense will comment upon these aspects 
of the bill. 

The General Accounting Office has consistently taken the position that the use 
of competitive bidding offers the best assurance of affording a fair and equal 
opportunity to supply the needs of our Government and of obtaining fair ang 
reasonable prices. While we recognize that negotiation is both necessary and 
desirable under certain circumstances, we are in agreement with the concept, as 
set out in this bill, that procuring agencies should be required to use competitive 
bidding to the greatest practicable extent. In view thereof, and subject to the 
amendments and comments set out above, we see no objection to favorable con- 
sideration of S. 1383. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States, 


S. 1875 
[86th Cong., 1st sess. ] 


A BILL To amend title 10 of the United States Code to encourage competition in the 
procurement by the armed services, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Armed 
Services Competitive Procurement Act of 1959”. 


DECLARATION OF POLICY 


Sec. 2. The text of section 2301 of chapter 137 of title 10 of the United States 
Code is amended to read as follows: 

“(a) It is the policy of the Congress that agencies making procurements under 
this chapter shall use methods of procurement which will, in conformity with 
the Nation’s private economic system, assure maximum competition consistent 
with the national security, the needs of the agency, and the character of the 
products and services being procured. Accordingly, it is the further policy of 
the Congress that, where the national interest requires that formal advertising 
and competitive bidding be replaced by negotiation, such negotiation incorporate 
procedure of competitive negotiation to the greatest extent practicable, consistent 
with the national security, the needs of the agency, and the character of the 
products and services being procured. 

“(b) It is the further policy of the Congress that the agencies shall purchase 
products and services which will most economically and efficiently satisfy the 
needs of such agencies, including, to the maximum extent practicable, products 
which are readily available on the open market where the purchase of such 
product is consistent with the requirements and the standardization programs 
of the agencies. 

“(c) The Congress declares that the security of the Nation requires that its 
economy, and the economy of exch section of the country, be maintained at a 
level which can support its programs for defense and sustain the private economic 
system, and that procurements by agencies under this chapter have a meaning- 
ful effect upon the Nation’s economic health. Accordingly, it is the further 
policy of the Congress that, insofar as is consistent with the national security, 
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the needs of the agency, and the character of the products and services being 


procure a fair proportion of purchases made under this chapter be placed 
ll business concerns ; 
mm rs fair proportion of purchases made under this chapter be placed 
with concerns located in areas of substantial labor surplus ; and 
“(jii) in placing purchases under this chapter the procuring agency shall 
consider the strategic and economic desirability of allocating purchases to 
different geographic areas of the Nation and to eligible suppliers from whom 
relatively small proportions of procurement have been purchased. 


COMPETITIVE NEGOTIATION OF CONTRACTS 


Seo. 3. That portion of section 2304(a) of chapter 137 of such title which pre- 
cedes clause (1) thereof is amended to read as follows: ; . 

“(a) Purchases of and contracts for property or services covered by this 
chapter shall be made by formal advertising. However, the land of an agency 
may negotiate such a purchase or contract, subject to the policy declared in 
section 2301(a) of this title requiring competitive negotiation, if—”. 


FORMAL ADVERTISING ; COMPETITIVE NEGOTIATION ; SPECIFICATIONS 


Sec. 4. Section 2305 of chapter 137 of such title is amended as follows: 

(a) Section 2305(a) is redesignated section 2305(a) (1) and is further amended 
to read as follows: ae 

“(1) Whenever formal advertising is required under section 2304 of this title, 
the advertisement shall be made a sufficient time before the purchase or contract. 
The specifications and invitations for bids shall permit such free and full com- 
petition as is consistent with the procurement of the property and services needed 
by the agency concerned : Provided, That invitations to bid in any purchase to be 
made by formal advertising may be restricted to qualified small business con- 
cerns or concerns in a specified area of the Nation, unless the head of the agency 
determines that such restriction would not be consistent with the national in- 
terest.” 

(b) Section 2305(b) is repealed. 

Section 2305(c) is redesignated section 2305(a) (2). 

(d) Immediately after section 2305(a) (2) the following is added: 

“(b) COMPETITIVE NEGOTIATION.— 

“(1) Whenever competitive negotiation is required under section 2304 
of this title, the solicitation of proposals shall be made from two or more 
sources in sufficient time before the purchase or contract. The specifica- 
tions and requests for proposals shall permit such competition as is con- 
sistent with the procurement of the property and services needed by the 
agency concerned. 

“(2) After receipt and review of proposals, such oral or written discus- 
sions shall be conducted as may be necessary to resolve any uncertainties 
relating to the purchase, including the price to be paid, provided that all 
offerors with whom such discussions are conducted shall be afforded equal 
opportunity to revise their proposals. 

“(3) Award shall be made with reasonable promptness by written notice 
to that offeror whose proposal will be most advantageous to the United 
States as determined by the head of the agency. However, all proposals 
may be rejected if the head of the agency determines that rejection is in the 
public interest. In the event award is made to other than the offeror offer- 
ing the lowest price, an explanation of the basis for the award shall be 
furnished to each lower offeror upon request, and a written justification for 
such award shall be made a part of the contract file.” 

(e) Section 2305(d) is redesignated section 2305(c) and is further amended 
to read as follows: 

“(c) If the head of the agency considers that any bid received after formal 
advertising or any proposal received during competitive negotiation evidences 
a violation of the antitrust laws, he shall refer such bid or proposal to the 
Attorney General for appropriate action.” 

(f) Immediately after section 2305(c) as redesignated by this section, the 
following is added: 

“(d) Formal advertising and competitive negotiation shall be conducted in 
accordance with regulations prescribed by the Secretary of Defense. 
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“(e) In all procurements under this title, property to be procured Shall be 
identified in specifications in the simplest manner consistent with the heeds of 
the procuring agency, the nature of the property to be procured and the require. 
ments of the defense cataloging and standardization programs established jp 
accordance with chapter 145 of this title. In conformance with the above pro- 
curement specifications shall wherever practicable express the characteristics 
of the property in terms of performance rather than in terms of design and many. 
facturing details.” 

MISCELLANEOUS TECHNICAL PROVISIONS 


Sec. 5. (a) Section 2302 of chapter 137 of such title is amended as follows: 
(1) Clause (3) of such section is amended to read as follows: . 
“(3) ‘Formal advertising’ means advertising as prescribed | 
2305(a) of this title.” 
(2) Immediately after clause (3) of such section the following is added: 
“(4) ‘Competitive negotiation’ means negotiation as prescribed by section 
2305(b) of this title.” 

(b) The catchline of section 2304 of such chapter is amended to read as 
follows: 

“§ 2304. Purchases and contracts: formal advertising ; competitive negotiation: 
exceptions”. 

(c) Section 2305 of such chapter is amended as follows: 

(1) The catchline to such section is amended to read— 

“§ 22305. Formal advertising; competitive negotiation; specifications” 

(2) Immediately after the catchline, the following is added: 

*(a) FORMAL ADVERTISING.—” 

(d) Section 2306(b) of such chapter is amended by inserting after “negotiated” 
where it appears therein “with or without competition”’. 

(e) Section 2307(a) of such chapter is amended by striking out “negotiated 
contract”, where it appears therein and inserting in lieu thereof “contract nego- 
tiated with or without competition,”. 

(f) Section 2313(b) of such chapter is amended by inserting after “negotiated” 
where it appears therein “with or without competition”. 

(g) Section 2356(b) of chapter 139 of such title is amended to read as 
follows: 

“(b) Subject to other provisions of law, the power to negotiate, with or with- 
out competition, and administer contracts for research and development, or both, 
may be further delegated.” 


IY Section 


EFFECTIVE DATE 


Sec. 6. The provisions of this Act shall take effect on the first day of the 
third month beginning after the date of enactment of this Act. 


REPORT OF DEPARTMENT OF DEFENSE ON S. 1875 


GENERAL COUNSEL OF THE DEPARTMENT OF DEFENSE, 
Washington, D.C., July 7, 1959. 
Hon. RicHArp B. RUSSELL, 
Chairman, Committee on Armed Services, 
U.S. Senate. 

DEAR Mr. CHAIRMAN: This replies to your request for the views of the Depart- 
ment of Defense on 8S. 1875, 86th Congress, a bill to amend title 10 of the United 
States Code to encourage competition in the procurement by the armed services, 
and for other purposes. 

The comments of the Department of Defense on each section of 8S. 1875 
are as follows: 

Section 2. Declaration of policy 

Section 2(a).—This subsection states as congressional policy that methods of 
defense procurement will be used that assure such maximum competition as is 
consistent with the national security, the needs of the agency, and the character 
of the products and services being procured; and that where the “national 
interest” requires the use of negotiated procurement in lieu of formal adver- 
tising, that such negotiation incorporate procedures of competitive negotiation 
to the greatest extent practicable consistent with the national security, the needs 
of the agency, and the character of the products and services being procured. 
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comment.—This substantially accords with existing defense procurement 
aig and is. acceptable. : 3 | 

Section 2(b).—This subsection states as congressional policy that the ‘De- 
artment of Defense should make purchases of products and services which 
an economically and efficiently meet its needs, including to the maximum ex- 
tent practicable products readily available on the open market when consistent 
with defense requirements and standardization programs. 

Comment.—Department of Defense policy presently is along these lines, and 
this subsection is acceptable. : 

Section 2(¢).—This subsection declares a congressional policy that the economy 
of each section of the country be maintained at a level which can support de- 
feuse procurement and that, insofar as is consistent with the national security, 
jefense needs, and the nature of the procurement requirement, a fair proportion 
of defense procurements be placed with small business concerns and a fair 
proportion also be placed with concerns located in areas of substantial labor 
arplus; further, a policy is declared that the procuring agency “shall consider 
the strategic and economic desirability of allo rating purchases to different geo- 
graphic areas of the Nation” and to eligible suppliers from whom “relatively 
gnaller proportions of procurement have been purchased.” 

comment.—Title 10, United States Code, section 2301, presently declares a 
congressional policy that a fair proportion of defense contracts be placed with 
gall business concerns ; and under Defense Manpower Policy No. 4, issued by 
the Director of Defense Mobilization, the Armed Services Procurement Regula- 


| tion directs that to the extent procurement objectives permit supply contracts, 





at prices no higher than might be obtainable elsewhere, be placed with such sup- 
pliers as will perform contracts substantially in current labor surplus areas 
and in certain industries on a nationwide basis—the limitation on price being in 
cord With statutory limitations on defense appropriations in recent years 
(currently sec. 625 of the Department of Defense Appropriation Act, 1959, 72 
Stat. 728) that “no funds herein appropriated shall be used for the payment of 
a price differential on contracts hereafter made for the purpose of relieving 
eonomie dislocations.” 

However, under Defense Manpower Policy No. 4 and implementing defense 
procurement regulations there is no “fair proportion” test as such, and the cumu- 
lative poliices of the bill to place a fair proportion of defense procurement with 
small business and additionally to place a fair proportion of defense procure- 
ment in areas of substantial labor surplus would put undue emphasis on general 
social or economic considerations over the needs of national defense. While see- 
tion 2(c) of the bill makes the fair proportion policies for small business and 
labor surplus subject to “the national security, the needs of the agency, and the 
character of the products and services being procured,” these factors equally 
apply to all defense procurement and it may be doubted whether defense procure- 
ment governed by the policies of section 2(c) could continue to be made with 
primary regard for national defense. Furthermore, it is not clear what effect 
the requirements for maintaining the economy of each section of the country 
will have upon operations under Defense Manpower Policy No. 4, where an en- 
tire industry is depressed. For example, in the apparel and petroleum indus- 
tries, preferences on an area basis are not now permitted. 

Also novel is the policy of section 2(c) that defense procurement should main- 
tain “the economy of each section of the country” and that defense procure- 
ment may be allocated ‘‘to different geographic areas of the Nation and to 
eligible suppliers from whom relatively smaller proportions of procurement 
have been purchased” when such allocation is considered to have “strategic and 
economic desirability.” This policy and the policy to place a fair proportion 
of defense procurement in areas of substantial labor surplus are to an extent 
implemented by section 4(a) of the bill which provides that formal advertising 
“may be restricted to * * * concerns in a specified area of the Nation, unless 
the head of the agency determines that such restriction would not be consistent 
with the national interest.” 

In support of such policies, Senator Javits has stated (105 Congressional 
Record 6828, 6829, May 7, 1959) : 

‘Today with U.S. defense expenditures of $45 billion representing over half 
the Federal budget, defense contract awards and procurement policies have a 
profound impact on the economic well-being of almost every major industrial 
region in the country. It is for this reason that every Member of New York's 








96 MILITARY PROCUREMENT 


congressional delegation is vitally concerned with the declining percentage of 
U.S., defense dollars spent in New York recently as compared with other States 
particularly California. 


* * * * ~ * ‘ 


“In an almost complete reversal of the figures in the last 8 years, Californiy 
which had 13.2 percent of the total value of prime defense contracts awarded 
in 1951, captured the lion’s share of 21.4 percent—value: $5.4 billion—in 4 
1958. Manwhile, New York’s share slipped from 18.2 percent in 1951 to 114 per- 
ecent—value: $2.6 billion—in fiscal 1958. The gap is widening monthly, Be 
tween July and December of 1958, California raised its recordbreaking per- 
centage to 26.6 percent, compared to a post-Korean war low for New York of only 
10.6 percent. 

“At the present rate of acceleration, and with nearly $10 billion in prime 
missile contracts already awarded to California, New York can fall'more than $3 
billion behind California in defense procurement by 1961, when Government ¢gp. 
tracts for military aircraft are expected to decline sharply. 


* em * * * ~ * 


“Not enough consideration, in my opinion, is being given the fact that oy 
national security also demands that the economy of each region should be helped 
to maintain a level which can support the Federal Defense Establishment ang 
our private economic system. According to the Treasury Department, the Ped. 
eral tax colleetions in 1958 from New York State amounted to almost $15.4 pj. 
lion—or 20 percent of the present Federal budget—as compared to California's 
contribution of $6.7 billion. On a per capita basis, the average New Yorker 
contributed $280 last year in taxes to help pay the cost of U.S. defense procure 
ment while the average Californian paid in $135 for the same purpose, How. 
ever, the value of prime defense contracts awarded in California in 19% 
amounted to $375 per capita, more than double the equivalent New York figure 
of $180 per person. 

“Our proposed defense procurement legislation would give defense production 
firms in the New York areas concerned and every other hard-hit area in the 
other States an equal opportunity to compete for multi-billion-dollar prime con. 
tracts now awarded through negotiations. Once that opportunity is secured, | 
believe that the incentives to competition will be sharper and that New York 
and other Eastern States will gradually regain on the merits some of the billions 
of dollars in defense work presently being so heavily allotted to west coast 
firms.” 

The Department of Defense cannot properly discharge its responsibilities 
with respect to procurement of weapons and other property essential to national 
defense and at the same time maintain “the economy of each section of the 
country” by “allocating purchases to different geographic areas of the Nation 
and to eligible suppliers from whom relatively smaller proportions of procure 
ments have been purchased.” The legislation of any such policy could reduce 
the awarding of defense contracts to a power struggle among contending regional 
or economic groups with great harm to national defense and to the public 
interest. A supplier’s technical capability to produce a complex weapon could 
be subordinated to his geographic location. Also, allocations of contracts based 
either on geography or on “relatively smaller proportions of procurement” pre- 
viously awarded to “eligible suppliers” would be contrary to the concept that de 
fense contracts be competitively awarded whenever practicable, a concept that is 
at once fair and necessary to preserving a competitive and sound national 
economy. The geographic location of defense contractors is for the most part 
not controlled by the Department of Defense except in occasional instances 
of strategic dispersal of critical defense plants. 

Unlike the policy of geographic allocation of defense contracts which is 
specifically implemented by section 4(a) of the bill, the related policy of allo 
cating defense contracts “to eligible suppliers from whom relatively smaller 
proportions of procurements have been purchased” is not specifically adverted 
to by other sections of the bill. However, section 4(f) of the bill provides 
that “formal advertising and competitive negotiation shall be conducted in 
accordance with regulations prescribed by the Secretary of Defense.” Ac 
cordingly, the Secretary of Defense in prescribing such regulations would 
presumably be required to state criteria by which to “consider the strategic 
and economic desirability” of such allocations. Both the vagueness and unde 
sirability of the “relatively smaller proportions” test need little elaboration: 
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yague, because the test is not meaningful in regard to the relevant time, quan- 
ae pilar-volume, and character-of-good and services factors; undesirable, be- 
oie it implies that contractors awarded “relatively smaller proportions of 
. grements” are therefore entitled to additional contracts whether or not 
they are competent to perform them or could perform them at reasonable or 

petitive prices. Additionally this concept, however clarified, would be ex- 
tremely difficult to administer and would result in additional costs and unneces- 


| gry delays in placing procurements. 
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for these reasons the Department of Defense strongly opposes the provisions 
ofsubsection 2 (Cc) (iii) of the bill. 

section 3. Competitive negotiation of contracts 

This section provides that negotiation under each of the negotiation excep- 
tions to the rule of procurement by formal advertising would be “subject to 
the policy declared in section [2(a) of the bill] requiring competitive negoti- 
ation.” ; : , tek 
Comment.—The policy declared in section 2(a) of the bill does not “require” 
empetitive negotiation. On the contrary, that policy is to the effect that 
yegotiated procurement ‘“ineorporate procedures of competitive negotiation to 
the greatest extent practicable” consistent with certain factors. Accordingly, 
the phrase “requiring competitive negotiation” should be changed to “pertaining 
tpcompetitive negotiation.” 


section 4. Formal advertising ; competitive negotiation; specifications 


Section 4(a).—This subsection would amend title 10, United States Code, 
section 2305(a), to provide that formal advertising ‘may be restricted to quali- 
fed small business concerns or concerns in a specified area of the Nation, unless 
the head of the agency determines that such restriction would not be con- 
sistent with the national interest.” 

domment.—This subsection recognizes as formal advertising the method 
of procurement known as small business restricted advertising, thereby elim- 
inating its present classification as a negotiated contract under either section 
304(a) (1) or (17), depending upon whether the total set-aside was unilaterally 
orjointly made. This is desirable. 

With regard to restricting formal advertising to qualified small business con- 
cerns, the phrase “unless the head of the agency determines that such restric- 
tins would not be consistent with the national interest” should be deleted. 
It places undue emphasis upon small business restricted advertising and should 
beoptional without requiring a finding by the agency head. 

The provisions of section 4(a) permitting the restriction of formal advertis- 
ing to “concerns in a specified area of the Nation” to an extent implement the 
policies of section 2(c) (ii) and (iii) of the bill with regard to placing a “fair 
proportion” of defense procurement “in areas of substantial labor surplus” 
and with regard to “allocating purchases to different geographic areas of the 
Nation.” 

Restricting formal advertising to “concerns in a specified area of the Nation” 
means limiting competitive bidding to firms in a particular State or county 
without regard to the prices at which the procurement could be made on the 
basis of unrestricted competition. There would appear to be at least two 
principal objections to this. In the first place, Congress for several years, as 
pointed out above in the comment on section 2(c) of the bill, has explicitly 
prohibited the use of defense appropriations for paying “a price differential 
on contracts hereafter made for the purpose of relieving economic disloca- 


whether the purpose of so restricting formal advertising to “a specified area 
of the Nation” was to aid an area of “substantial labor surplus” or to main- 
tain “the economy of each section of the country.” In either case there would 
appear to be little justification, from the standpoint of the overall national 
interest, to pay the price differentials inherent in such restricted procure- 
ment. It would destroy the concept that competitive procurement should 
be open to all qualified concerns, which the sponsors of the bill support, and 
at the same time it would likely increase substantially the cost of, and delay, 
defense procurement. 

In the second place, the authorization to restrict formal advertising to “a 


| Specified area of the Nation” would lead to great and, at times, conflicting pres- 


sires to restrict defense procurements to a particular area without regard 
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to the interests of national defense. Indeed, this very provision appears designe 
to insure that the several States of the Nation receive defense contracts jp 
measure. As was suggested above in comment on section 2(c) of the } 
the geographic location of contractors is ordinarily not a significant facto: 
in defense procurement and to attach to this factor the significance pro; : 
by the bill would be detrimental to national defense from the standpoint 
of the quality, delivery, and the cost of defense items as well as the ip 
creased effort required to obtain them. F 

Accordingly, the Department of Defense strongly recommends the deletion of 
“or concerns in a specified area of the Nation” from section 4(a) of the bij, 

Section 4(b).—This subsection repeals title 10, United States Code, Section 
2305(b), the Spence rider to the Small Business Act Amendments of 1955, which 
provides that an invitation is invalid and no award can be made if the Specifics. 
tions in an invitation for bids “do not carry the necessary descriptive language 
and attachments, or if those attachments are not accessible to all competent and 
reliable bidders.” 

Comment.—The repeal of title 10, United States Code, section 2305(p) is 
desirable since it overstresses the use of detailed specifications. Bc 

Section 4(c).—This subsection redesignates title 10, United States Code 
section 2305(c), as title 10, United States Code, section 2305(a) (2), withoy 
substantive change. 

Section 4(d).—This subsection sets forth certain procedures for conducting 
competitive negotiation “required under section 2304 of this title.” 

Comment.—The procedures for competitive negotiation are generally eop. 
sistent with present departmental procedures and policy and are not objection. 
able. It is recommended, however, that the phrase “Whenever competitive 


negotiation is required under section 2304 of this title” be changed to “Whenever | 


competitive negotiation is used,” since the bill does not “require” the use of 
competitive negotiation, as pointed out above in the comment on section 3 of the 
bill. 

Section 4(e).—This subsection, which merely provides that any bid or proposal 
evidencing an antitrust violation shall be referred to the Attorney General, is 
unobjectionable. 

Section 4(f).—This subsection 2305(d), which provides that formal adver. 
tising and competitive negotiation shall be conducted in accordance with regn. 
lations prescribed by the Secretary of Defense, is unobjectionable. It should be 
pointed out, however, that chapter 137 of title 10 of the United States Code 
applies to the purchases and contracts not only of the military departments but 
also of the Coast Guard and the National Aeronautics and Space Administration, 
It is assumed that it was not intended in this subsection to require those agencies 
to be governed by regulations prescribed by the Secretary of Defense. It is 
recommended, therefore, that after the words, “Formal advertising and competi- 
tive negotiation,” in the proposed section 2305(d), there be inserted the follow- 
ing: “within the Department of Defense.” 

Proposed subsection (e) expresses a preference for performance specifications, 
yet there are many occasions when the use of design specifications or a combina- 
tion of both design and performance specifications will best serve the interests 
of the Government. For example, there are times when the use of performance 
specifications stimulates competition and there are other cases where competi- 
tion is stimulated by design specifications. Procuring agencies should be free to 
determine whether, in the circumstances of each procurement, the use of per 
formance specifications, design specifications, or a combination of both, would 
best serve the interest of the Government. It is recommended that the second 
sentence of subsection (e) be revised as follows: 


“In conformance with the above, procurement specifications shall express the | 
characteristics of the property, in the simplest practicable terms, using per- 


formance specifications or detailed design and manufacturing specifications, or 
a combination of both, as appropriate.” 


Section 5. Miscellaneous technical provisions 
Section 5(e) purports to amend title 10, United States Code, section 2307(a), 


by striking out the words, “negotiated contract.” It should be pointed out that 


Public Law 85-800 amended section 2307(a), and, as so amended, the word 
“negotiated contract” do not appear therein. This subsection is, therefore, W- 
necessary. 


There is no objection to any of the other miscellaneous technical provisions. | 
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Section 6. Effective date 
This section provides that the act takes effect 3 months after enactment. In 
view of the time which would be necessary to put the provisions of the legislation 


into effect, it is considered that a more reasonable date would be 6 months from 


the time of enactment. 
CONCLUSION 


The bill taken as a whole is objectionable because of the procurement prefer- 
ences it would accord particular firms and special areas, and, for this reason, 
as amplified by the comments on sections 2(c) and 4(a), the Department of 
Defense is opposed to its enactment. As drawn, the bill would unquestionably 
either increase the taxpayers’ burden or diminish the procurement dollar for 
national defense, neither of which is desirable. _ Even if the changes to the bill 
suggested above are adopted, the bill thus revised would not yield significant 
penefits or economies since it would then merely refiect existing defense procure- 
ment policies and practices. fhe 

We are advised by the Bureau of the Ludget that it has no objection to the 
submission of this report to the Congress. 


Sincerely yours, 
(Signed) Rosrert DecHERT. 





REPORT OF COMPTROLLER GENERAL ON §&. 1875 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, July 2, 1959. 
Hon. RricHARD B. RUSSELL, 
Chairman, Committee on Armed Services, 
US. Senate. 

Deak Mr. CHAIRMAN: Further reference is made to your letter dated May 12, 
1959, acknowledged May 14, requesting our comments on 8. 1875, 86th Congress, 
a bill to amend title 10 of the United States Code to encourage competition in 
the procurement by the armed services, and for other purposes. 

We are in general agreement with the policy statements contained in sub- 
sections 2(a) and 2(b) of this bill and with the purposes sought to be accom- 
plished by their enactment. 

However, section 2(c) of the bill would amend section 2301 of title 10 to 
declare it to be the policy of Congress that in making procurements under 
10 U.S.C. 2301—2314— 

(1) A fair proportion of the purchases be placed with small business 
concerns ; 

(2) A fair proportion of the purchases be placed with concerns in areas 
of substantial labor surplus; and 

(3) In placing purchases the procuring agency shall consider the strategic 
and economic desirability of allocating purchases to different geographic 
areas of the Nation and to eligible suppliers from whom relatively smaller 
proportions of procurement have been purchased. 

We have no special information with respect to the necessity for legislation 
on these matters and, since the advisability of such legislation primarily in- 
volves questions of policy, we make no recommendation concerning enactment. 
However, it is our opinion that the broadest possible competitive base in both 
negotiated and advertised procurement is the best assurance of reasonable 
pricing. We believe that when competition is restricted, or other limitations are 
imposed on competition, the job of efficient contract administration tends to 
become confused and more difficult. To the degree that competition is re- 
stricted, economical procurement can be impaired and higher prices are likely 
to result. We therefore believe that any legislation authorizing restricted 
competition for purposes of aiding specific geographic areas or individual sup- 
pliers should express a congressional intention that increased prices either may, 
or may not, be paid under such procedures. This concept appears to be fully 
recognized at present in the proviso to section 625 of the Department of Defense 
Appropriation Act, 1959, Public Law 85-724, which prohibits the use of funds 
appropriated under that act to pay price differentials awarded for the purpose 
of relieving economic dislocations. There is no similar restriction on contract 
awards under small business set-asides, and the grouping of such set-asides 
with labor surplus and geographic area set-asides under both subsections 2301 (c) 
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and 2305(a)(1) of the bill would appear to indicate an intention that price 
differentials may be paid in all cases. In view of these inconsistencies, it jg 
suggested that the bill be amended to either specifically authorize, or Specifically 
prohibit, the payment of price differentials on set-asides to accomplish the pur- 
poses of subsections 2301(¢c) (ii) and (iii). 

With reference to the language of proposed subsection 2301(c) (iii), we as- 
sume it is intended to establish two distinct set-aside programs. Under the 
first of these programs, competition would be restricted to all eligible suppliers 
in a geographic area where the total of defense contracts awarded to such sup 
pliers is relatively smaller than awards to suppliers in other geographic areas 
Under the second program, a particular procurement could be allocated to a 
particular supplier, regardless of the total defense procurement in the supplier's 
geographic area, if it is determined that a relatively smaller proportion of 
defense needs have been purchased from such supplier. If these assumptions 
are correct, it would appear that contract allocations under the latter program 
could be accomplished without competition. Whether a departure of this nature 
from the concept of maximum competition would be in the public interest js g 
policy question on which we make no recommendation. However, in the event 
this question is decided in the affirmative, we suggest that subsection 2301 (e) (iii) 
be amended, in the interest of clarification, to read as follows: 

“(iii) in placing purchases under this chapter the procuring agency shal] 
consider the strategic and economic desirability of (a) allocating purchases 
to different geographic areas of the Nation where a relatively smaller pro- 
portion of similar defense procurement has been purchased from suppliers 
in such areas or (b) allocating purchases to eligible suppliers in other areas 
from whom relatively smaller proportions of similar defense procurement 
have been purchased.” 

In this connection, the Congress may wish to consider the advisability of 
including, in either the bill or its legislative history, some explanation of the 
manner in which a supplier’s eligibility for allocation proposes is to be 
determined. 

Section 3 of the bill would amend 10 U.S.C. 2304(a) to require the use of 
competitive negotiation to the greatest extent practicable wherever negotiation 
is used in lieu of formal advertising procedures. We are generally in favor of 
this requirement and, subject to the comments below on subsection 2305(b), as 
proposed by section 4(d) of the bill, we recommend its enactment. 

Under section 2305(a) (1), as proposed by section 4(a) of the bill, it is pro 
vided that formal advertising may be restricted to small business concerns or 
to concerns in a specified area of the Nation unless the head of the procuring 
agency determines that such restriction would not be consistent with the national 
interest. This proviso would appear to require the head of the procuring 
agency to make a determination, in connection with each procurement contem- 
plated by his agency, that restricting bids to small business concerns or to con- 
cerns in a specified area would not be in the public interest before permitting 
unrestricted competition on such procurement. We believe the proviso is in- 
tended to require only that the head of the procuring agency make a determina- 
tion that set-aside action would be consistent with the national interest, as a 
prerequisite to restricting bidding to small business. concerns or to concerns in 
a specified area. If this is correct, it is suggested that the word “when” be 
substituted for “unless” in line 16, page 4, and the word “not” be deleted from 
line 17 on the same page. 

Section 4(b) of the bill would repeal the present provisions of 10 U.S.C. 
2305(b) which require specifications in a formally advertised procurement to 
contain the necessary language and attachments to permit full and free compe 
tition. As indicated in our report on S. 500 to your committee, formal advertis- 

ing is predicated upon the principle that all suppliers are entitled to an equal 
opportunity to submit competitive bids, and the concept of competitive bidding 
necessarily implies that all bids be based upon supplying either the same mate 
rial, or material equal in all respects, and upon furnishing such material subject 
to the same conditions and requirements. Advertising procurements which 
attempt to deviate from these concepts are particularly susceptible to charges of 
favoritism, fraud, and waste of appropriated funds. The effect of section 4(b) 
would be to eliminate the present requirement that invitations and specifications 
permit “full and free competition” and to require only that invitations and speci- 
fications permit “such free and full competition as is consistent with the procure 
ment of the property and services needed by the agency.’ Under the latter re 
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yirement competition could be effectively limited by the form and content of an 
jnvitation and its specifications, and such action could be justified on the ground 
that full and free competition was not consistent with the agency’s needs. 

In view of the matters set out above we believe enactment of section 4(b) of 
the bill to be both unnecessary and inadvisable. 

Section 2305(b) (1), as proposed by section 4(d) of the bill, would require the 
solicitation of proposals from “two or more” sources wherever the use of com- 
petitive negotiation is required. This provision operates to establish only the 
minimum amount of competition and, since the same minimum amount of com- 
petition is implicit in the term ‘competitive negotiation,” there would appear to 
be a lack of emphasis in this section on the importance of broad competition, 
which is inconsistent with the intent and purpose of the bill. We therefore sug- 
gest that the words “the greatest number of sources practicable’ be substituted 
for the words “two or more sources” in line 1, page 5 of the bill. 

Subsection (2) of section 2305(b) would provide that “After receipt and re- 
view of proposals such oral or written discussions shall be conducted as may be 
necessary to resolve any uncertainties relating to the purchase, including the 
price to be paid, provided that all offerors with whom such discussions are con- 
ducted shall be afforded equal opportunity to revise their proposals.” The lan- 
guage of this subsection suggests a negotiation process in which the procuring 
agency might forgo availing itself of the advantages of broad competition and 
the benefits of the most favorable prices achieved by the process of bargaining. 
™m this connection see ASPR 3-805(b), which permits awards based on the initial 
proposals without oral or written discussion if the contracting officer is satisfied 
the lowest proposal is fair and reasonably priced. We believe that to receive 
the full benefits of the negotiation process, negotiations should be conducted 
with all offerers who have submitted proposals which are technically acceptable 
and within a competitive price range. 

Additionally, if discussion with those in a competitive range reveals that 
the invitation for proposals was misleading or so unclear as to cause wide dif- 
ferences in interpretations, all offerors should be furnished clarification of these 
points and be given an opportunity to revise their proposals. The proposed 
subsection (2) requires only that opportunity to revise proposals be given to 
those with whom discussions were conducted. We, therefore, recommend that 
the proposed subsection 2305(b) (2) be amended to read as follows: 

“(2) After receipt and review of proposals, negotiations shall be con- 
ducted with all responsible suppliers who have submitted proposals within a 
reasonable competitive range, price, and other factors considered. If such 
negotiations indicate that the request for proposals was misleading or so 
unclear as to cause widespread difference of interpretation, all offerors 
shall be afforded equal opportunity to revise their proposals.” 

We make this recommendation in the belief that only when requirements as to 
quality, general design, performance, and delivery are fully understood by all 
parties, and negotiations are then conducted on the basis of such understanding, 
can the Government expect negotiated prices to become sufficiently competitive to 
assure that the Government will receive the most favorable terms and potential 
suppliers will receive equitable treatment. 

The proposed subsection (3) of section 2305(b) provides that “Award shall 
be made with reasonable promptness by written notice to that offeror whose 
proposal will be most advantageous to the United States as determined by the 
head of the agency.” We suggest that the words “price and other factors consid- 
ered,” which are contained in the present section 2305(c), be inserted after the 
word “advantageous.” This would require the procuring agency to give appro- 
priate recognition to low prices when considering other advantages. 

Section 4(f) would provide, as subsection 2305(d), that “Formal advertising 
and competitive negotiation shall be conducted in accordance with regulations 
prescribed by the Secretary of Defense.” The authority of the Secretary of 
Defense to issue regulations which are not inconsistent with law to govern the 
procurement procedures of the military departments is too well established and 
recognized to require additional statutory authorization. As pointed out in 
our report to your committee on S. 500, the language of this provision is broad 
enough to permit the issuance of such regulations governing formal advertising 
as the Secretary may consider appropriate and could therefore be used to 
legalize, by regulation, many practices and transactions which are presently 
considered improper. 

The extent to which Congress may wish to delegate authority to the executive 
branch to implement statutes by regulation is, of course, a matter of policy. 
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However, questions involving the legality of contracts awarded after ¢ 
advertising have heretofore been considered on the basis of a body of care 
fully considered court decisions and administrative law dating back to enact. 
ment of the provisions of section 3709, Revised Statutes, in the year 1861 
We see no sound reason for a present departure from the principles expressed 
in these decisions, and since this portion of section 4(f) may be con- 
strued to substitute such regulations as the Secretary of Defense may see gt 
to issue for the body of law which now controls formal advertising and contract 
awards thereunder, we strongly recommend against its enactment. 

Concerning the provisions of proposed subsection 2305(e), which would re 
quire the use of performance specifications wherever practicable, we Delieye 
there are frequently good reasons to develop detailed specifications rather thay 
specifications expressing performance characteristics only. The legislative hig. 
tory of the Armed Services Procurement Act of 1947, as amended, indicates that 
the intention of Congress in enacting legislation relating to standardization anq 
interchangeability was to lessen the problems of logistical support to the Armeg 
Forces, to procure supplies economically, and to channel more procurement cop. 
tracts to small business concerns. (See 8. Rept. No. 571 accompanying ELR, 1369, 
80th Cong., 1st sess.) We feel these considerations are still valid and are qj. 
rectly related to detailed specifications. On the other hand, we recognize that 
in the procurement of items not fully developed, it is necessary to state speci- 
fications in terms of performance characteristics. Nevertheless, to require that 
they shall be so stated wherever practicable may result in such emphasis op 
specifications based on performance characteristics as to cause excessive use of 
this form of specifications. This would seem to present problems of control 
over quality of the product to be delivered in keeping with the price to be paid 
by the Government. In view of the varied and complicated nature of our de 
fense procurements, we believe it important that the procuring agency use the 
method best suited to the particular circumstances. We therefore recommend 
against legislation which would encourage the use of one type of specifications 
in preference to others, and we suggest that the final sentence of proposed sub- 
section 2305(e) be deleted. 

Subject to the comments set out above, we see no objection to the amendments 
proposed by 8. 1875. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


Senator THurmMonp. A committee print containing the text of these 
bills and showing the changes proposed in existing law, together with 
the departmental reports, is before the members. 

Hearings have been scheduled for the mornings of today and 
Wednesday. The Chair proposes first to afford Senators who spon- 
sored these bills an opportunity to make a statement concerning them. 

Following statements by Senators, we will receive testimony from 
the governmental agencies and departments concerned. Within the 
time that remains after this testimony, we shall hear those private 
organizations and persons who have asked to testify. 

If we are unable to conclude the testimony in these two sessions, the 
committee will determine the extent of additional testimony it desires 
and set dates for this purpose. In this connection the Chair expresses 
the hope that testimony will be germane to the subject matter of the 
bills that the subcommittee was appointed to consider. 

Defense procurement actions during fiscal year 1958 were more than 
$24 billion. Expenditures of this magnitude necessarily have a great 
impact on the national fiscal program and on the level of taxation. 
While the body of procurement law to which these bills relate is not 
the cause of these expenditures, it obviously is important to consider 
this law in an attempt to assure ourselves that the cost of procuring 
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the requirements of our Armed Forces is not being increased by pro- 
qurement law and procedure in itself. Beyond the issue of cost, there 
isthe fundamental objective of procuring what is needed by the Armed 
Forces and at the time of that need. 

The bills before us appear to present different approaches to 
amending the procurement law. To avoid unnecessarily repetitious 
appearances by the witnesses, we have scheduled hearings on all of 
the bills concurrently. Although this procedure may seem some- 
what confusing at first, the Chair believes that the problem areas will 
identify themselves, and that we will quickly be in a position to relate 
the proposals for amending the law to these problems. 

Our committee and subcommittee colleague, Senator Saltonstall, is 
the sponsor of the first of these bills, S. 500, and the Chair is glad 
to recognize him at this time for such statement as he may desire to 

ke. 
"Following Senator Saltonstall, we will be glad to hear from Sen- 
ator Williams on S. 1383 and from Senator Javits and Keating on 
§. 1875. 

Senator Saltonstall ? 


STATEMENT OF HON. LEVERETT SALTONSTALL, U.S. SENATOR 
FROM THE STATE OF MASSACHUSETTS 


Senator SautonsTaALu. I thank you, Mr. Chairman. Mr. Chairman, 
[ have a comparatively short prepared statement which I wish to 
read, 

But before I do so, I think I can express in a very few words the 
purport of S. 500 and what it is attempting to do. At the present 
time we are told that 85 percent of the money spent for procurement 
and 90 percent in round figures of contracts made for procurement 
are made by negotiation. 

Now under the Armed Services Procurement Act of 1947 the pro- 
cedure by which that negotiation can be conducted is cumbersome and 
is wasteful of time. What this bill in substance purports to do is to 
give congressional action through legislation to say how negotiation 
ean be carried out and put limitations on it with an idea of increased 
efliciency, increased speed of action and thus a better procurement in 
a shorter time. 

The second point is to cut down the leadtime of getting new 
weapons. The third point is, as I have said, to make our procure- 
ment generally more efficient. Mr. Chairman, I wish to thank you, 
for the opportunity of appearing before you to testify in support of 
8. 500, one of the bills before the subcommittee, which I introduced 
on January 20, 1959. 

In filing this legislation, Mr. Chairman, and in requesting these 
hearings, I have had two fundamental objectives in mind. These 
are the purposes of S. 500: 

1. To cut the “leadtime” of major strategic weapons, that is, the 
time required to develop a weapon from the drawing board to opera- 
tional service ; 
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2. To encourage efficiency in the administrative processes support. 
ing military procurement. In other words, to assist and speed do. 
cisionmaking. 

At this pomt, Mr. Chairman, may I insert in the record of these 
hearings excerpts from my remarks, as printed in the Congressiong} 
Record at the time of introducing S. 500, a copy of the bill and, 
sectional explanation thereof. 

Senator THurMonb. Without objection, it is so ordered. 

Senator Sauronsrai. If that is already done, I will leave it to My 
Darden not to make a reiteration. 

(Senator Saltonstall’s remarks at the time of introducing §, 599 
and a sectional analysis of the bill follow. A copy of the bill has 
already been inserted.) 


Excerpts From STATEMENT BY HON. LEVERETT SALTONSTALL IN THE U.S. Seyarp 
Upon INTRODUCTION OF 8. 500, JANUARY 20, 1959 


Mr. President, I introduce, for appropriate reference, a bill entitled “Armed 
Services Procurement Amendments of 1959.” 

This bill is a revised version of Senate bill 4294 which I introduced in the 
85th Congress on August 14, 1958. See pages 16136-16141 of the Congressiong) 
Record, 85th Congress, 2d session. Since that date the response and interest 
which has been expressed in the bill has been most encouraging to me. 

Mr. President, I think we are all aware of the importance to our Nation of 
the procurement activities of the Department of Defense. The quality of per- 
formance of these activities has enormous significance for our military de 
fense strength, for many of our industries, and for our Federal budget. Be 
tween $22 billion and $24 billion are expended annually under the authority 
of the Procurement Act. In all three of these respects the job of military pro 
curement has very substantial implications for our national economy. 

Successful performance of the task of military procurement depends on many 
factors. The amount of money appropriated by the Congress and the fiseal 
management applied to its expenditure by the executive branch loom as very 
large factors. Not less considerable in its significance is the quality of the 
operational management of procurement both within the military departments 
and in industry. It is with this management problem that the bill I am intro- 
ducing attempts to deal. 

It is a truism among Members of Congress that we cannot legislate good 
management. However, it is no less true that we can legislate in such a way as 
to make good management difficult even with good managers. In many re 
spects I believe that the last statement can be said to apply to the laws which 
now apply to military procurement. In many ways these laws contain obstacles 
to good management. 

These are highly technical statutes. Since this bill amends them, it is itself 
a rather technical bill. Its purpose, however, is not technical. It is designed to 
improve the laws governing military procurement to remove obstacles which they 
now contain to improving the management of military procurement. The bill 
also contains provisions designed affirmatively to stimulate such improvement. 

Mr. President, following the launching of the Soviet sputnik in the fall of 1957, 
the Senate Preparedness Investigating Subcommittee of the Armed Services 
Committee, of which I am a member, launched an all-out inquiry into U.S 
satellite and missile programs. During the Preparedness Subeommittee hearing 
there was testimony to the effect that the Soviets had been able to perfect their 
weapons development process so as to cut lead time, that is, the time required 
from the generation of a military requirement to the delivery of operational hard- 
ware, to one-half that of the United States. Dr. Sterling Livingston, of the Har- 
vard Business School, offered several examples of this Soviet achievement. He 
pointed out, for example, that he Soviets had developed their Bison bomb 
er in 44% years compared to the 81% years necessary to develop the B-52. It was 
clear, during the hearings, that a reduction in weapons procurement lead time 
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was one of the most critical needs of our national security. In response to a 
tion which I asked Dr. Livingston, he later wrote the committee as follows : 
“Because of our time-consuming military procurement process, this Nation 
Joses much valuable time in weapons development, as compared with the Soviets. 
Our requistioning and contracting procedures—involving, as they do, the solici- 
tation and evaluation of proposals, the negotiation of contractual terms, and the 
review and approval of contractual documents—coupled with the division of 
technical authority between our military services and our weapons contractors, 
shackle this Nation’s weapons development process with functions that do not 
exist under the Soviet system. Senator Saltonstall asked, during my testimony 
whether the delays in the military procurement process were not due to require- 
ments imposed on the military services by laws such as Public Law 413 of the 
goth Congress. Although I could not recall the law by number at that time, Sena- 
tor Saltonstall’s observation was quite correct. In order to speed up the weapons 
procurement process and reduce the procurement lead time, changes must be 
made in our procurement laws, as well as in the procurement procedures of 
the military services. For example, the legal and administrative procedures 
pow required to negotiate military contracts must be simplified.” 

The bill which I am today introducing is a revised version of S. 4294, which I 
introduced late in the last Congress, and is an effort to accomplish the objectives 
Dr. Livingston defined. It was initially prepared and filed after months of study. 
A great deal more effort has been devoted to the bill during the recess of 
Congress. It has been studied carefully by the Department of Defense and other 
Government agencies. It has been discussed at several industrial seminars, 
drawing upon the leading minds in law and business in the defense procurement 
field. I believe it is fair to say that the revision which I am offering today com- 
pines the best judgment of many of the most experienced men in the procure- 
ment field. Although the Defense Department has not committed itself for- 
mally, it is my understanding that they are substantially in support of the basic 
concepts. Members of the Hoover Commission Task Force on Military Procure- 
ment have expressed keen interest in the legislation. And many of the most re- 
sponsible industrial associations, representing both large and small business, 
have given their wholehearted backing. Congress now has the challenge to put 
in order our procurement laws for the needs of the critical age in which we live. 

I was one of those who participated in drafting the present Armed Services 
Procurement Act in 1947. It was thought at the time to be a good workable 
act which fully served the Government’s interest. Much of our experience under 
the act has borne out its wisdom. 

But it was written in the climate of a world at peace—in the days immediately 
following World War ITI. 

Since the writing of the act military technology has dramatically changed 
and the climate is now one of uncertain neace, of tension, and crisis. 

Thus, in the space age—the era of the ballistic missiles—the capability for 
lightning-fast response is essential for our Nation’s security. 

If new-weapons development is to keep pace with our critical space age 
needs, procurement processes must be accelerated. Congress should not delay 
in discarding obsolete requirements which not only slow down the developmental 
process for modern weapons but also are a drain upon engineering and ad- 
ministrative talent and upon the taxpayer’s dollars. 

The bill proposes giving statutory recognition and encouragement to many 
practices which have been proven in the past few years to be extremely effective 
both in reducing weapons leadtime and in encouraging efficient procurement. 
Congress can consider these potential benefits from the enactment of this 
legislation : 

(a) A reduction in time-consuming, detailed supervision of military produc- 
tion contracts. 

(b) The establishment of incentives to promote the fullest utilization of 
industrial ingenuity. 

(¢e) Management responsibility for industry’s part in weapons development 
coordinated by industry. 

(7) Increased speed and efficiency in weapons development and production. 

(e) Reduction of paperwork and ultimate savings to the taxpayer. 

Undeniably the United States has maintained overall military superiority in 
the great power struggle of the cold war. We have today the necessary military 
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strength to deter aggression—to discourage any nation from attacking us 
because of the knowledge that we could return upon him complete devastation, 

It is this strength that we must maintain in the years ahead. If we assume 
that our future security depends upon our ability to maintain adequate militg 
strength for deterrent capability—and this is a sound assumption—then en 
time, the time for development of weapons from ideas to hardware, is all-critica) 
We can ill afford a month’s or even a week’s delay in vital procurement. 

Our Pentagon planners can meet the challenge of the future. Industry hag 
the aot, and resourcefulness. Congress must now remove the restrictions 
on both. 

For, upon the speed and efficiency of our procurement procedures and upon 
our military-industrial strength may well depend the peace and security of the 
free world. 


“SECTION-BY-SECTION EXPLANATION OF S. 500, 86TH CONGRESS, IsT Szsgioy 
( REVISION OF S. 4294, 85TH CoNG., 2D SEss.) 


“The provisions of the bill would amend chapters 137, 139, and 141 of title 
10 of the United States Code and sections 102(e) and 106(a) of the Renegotia- 
tion Act of 1951 as follows: 

“Section 2 would amend section 2301 of chapter 137 by providing a new and 
expanded declaration of policy. 

“Explanation: The present policy statement in section 2301 expresses only the 
policy of Congress with respect to the participation of small business concerns jn 
armed services procurement. The proposed new policy statement contained ip 
section 2 of the bill is comprehensive and best explained by reading its full 
text. The policies which it declares are mirrored in the substantive provisions 
which would govern military procurement assuming the amendments proposed 
in other sections of the bill were enacted. It seems wise and highly desirable 
for Congress to declare comprehensively its policies regarding military procure 
ment. 

“Section 3 would amend section 2304(a) of chapter 137 by specifically author- 
izing the use of competitive negotiation in procurement covered by such chapter, 

“Pxplanation: Section 2304(a) now authorizes negotiated procurement, with 
RO requirement of competition therein, in 17 specified situations excepted from 
a general requirement that procurement purchases and contracts be made by 
formal advertising. Formal advertising, which is defined as a procedure in 
the present section 2305 of chapter 137, involves publication to all potential 
suppliers of an advertisement of and invitations to bid on the purchase or con- 
tract to be made, public opening of all bids received and, generally speaking, 
award of the purchase or contract to the lowest price responsible bidder whose 
bid conforms to the invitations. Competitive negotiation is a method of nego 
tiated procurement which affords competition. It has been evolved adminis 
tratively by the agencies and is used in much of their negotiated procurement 
made under the 17 exceptions listed in section 2304(a). Section 3 of the bill 
would in effect require its use where practicable. Competitive negotiation would 
be defined as a procedure by an amendment to sec. 2305 proposed by sec. 4 of 
the bill.) 

“Principally because of the novelty and increasing complexity of advanced 
weapons needed by the armed services, the services have found it necessary to 
resort to negotiation rather than formal advertising in most of their procurement. 
For the past few years, over 85 percent of the dollars spent for military procure 
ment have been by negotiation rather than formal advertising. 

“From this it may be seen that the persent section 2304(a) states as the legal 
rule for military procurement what has of necessity in practice become the 
exception. The bill’s proposed amendment of section 2304(a) would restore 
logic to the law by authorizing and requiring the use of competitive negotiation 
as a proper method of procurement alternative to formal advertising whenever 
the degree of competition afforded by the latter is not practicable. (The bill is 
not designed to reduce the present requirement or use of formal advertising.) 
Unqualified negotiation would be continued as present provided for use, with no 
requirement of competition, in the 17 situations listed, when no competition is 
possible or when overriding considerations, based essentially on military require 
ments, preclude competition. 

“The chief practical virtue of the bill’s proposed revision of section 2304 (a) 
is twofold. First, it would, when read with the policy declared in section (b) 
of the new declaration of policy proposed in section 2 of the bill, require such 
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tition of whatever kind and degree (through formal advertising or com- 


ing us petitive negotiation) is consistent with the needs of the military departments, 
station, character of the products and services being procured, and the commercial 
Assume or industrial environment of such products. The law now requires no compen- 
lilitary tition in negotiated procurements, i.e., where formal advertising is not required. 
n lead. accordingly, the proposed revision of section 2304(a) would enlarge the scope 
Titica), of military procurement in which competition is required by law. 

“Second, it would permit substantial savings of time and paperwork which 
a should translate themselves into savings of money. The reason for this is that 
‘ictlons 


section 2304(a) requires the making of determinations and decisions as author- 
to procure by negotiation under many of the 17 exceptions therein provided. 


| ity ‘ r 7: ca : 
upon fone must be factually and legally adequate to justify negotiation in each 
of the instance. The making of these determinations and decisions takes considerable 


time and paperwork. Since the bill’s proposed amendment of section 2304(a) 
would not require such determinations and decisions preliminary to the use of 


ESSION competitive negotiation, it would create a clear opportunity for eliminating 
paperwork and conserving time, manpower and, hopefully money. 
of title “Section 4 would amend section 2305 or chapter 137 by providing that formally 
egotia- advertised procurements may be restricted to sinall business concerns ; by de- 
fining the procedure of ‘competitive negotiations’; by providing that formal 
Ww and advertising and competitive negotiation shall be conducted under regulations 
of the Secretary of Defense; and by Ore - aonene romero that 
n specifications in all procurements under title should be written in the sim- 
ag plest practicable manner, in terms of performance rather than design and manu- 
ned in facturing details whenever memesionnee ciety Sere nore rn the ye 
of “formal advertising” in three subsections designat (a), (b) and (ce) re- 
vanes | spectively. It also provides in subsection (d) that any bid received in formal 
oposed | advertising which evidences a violation of the antitrust laws shall be referred 
sirable to the Attorney General for appropriate action. ) 
rocure- “Section 4(a) would redesignate section 2305(a) as 2305(a)(1) and amend 
it by the addition of a proviso that procurement by formal advertising may be 
uthor- restricted to small business concerns by unilateral action of an agency. 
1apter, “Explanation: Such restriction may in effect be achieved under present law 
, With in two ways: (1) by means of the set-aside procedure provided in section 15 of 
i from the Small Business Act, which contains a requirement of joint determination by 
ide by the Small Business Administration and the procuring agency as a precondition 
ure in © to such restriction, and (2) in procurement made under one of the negotiation 
tential exceptions found in section 2304(a) of chapter 137, as to which no competition 
rT con- is required. 
aking, “The two present methods available for restricting an advertised procure- 
whose ment to small business concerns are respectively administratively complicated 
' nego by (1) the need for joint determinations made by the Small Business Adminis- 
[minis tration and the procuring agency, and (2) the need to make determinations and 
ement decisions as required for negotiated procurements under section 2304(a) of 
he bill chapter 137. It seems highly desirable and consistent with existing congres- 
would sional policy regarding small business participation in Government procurement 
. 4 of to provide authority for a procuring agency to make an advertised procurement 
restricted to small business concerns by unilateral and unconditional action of 
anced such agency. Such new method will afford opportunity for simplifying and, 
ary to hopefully, increasing small business participation in formally advertised 
ement. procurement. 
ocure =| “Section 4(b) would repeal section 2305 (b) which reads as follows: 
“*(b) The specifications in invitations for bids must contain the necessary 
e legal language and attachments, and must be sufficiently descriptive in language and 
ne the attachments to permit full and free competition. If the specifications in an 
"estore invitation for bids do not carry the necessary descriptive language and attach- 
tiation ments, or if those attachments are not accessible to all competent and reliable 
enever bidders, the invitation is invalid and no award may be made.’ 
bill is “Explanation: The repeal of the section just quoted is proposed because by its 
ising. ) terms, its legislative history, and its administrative application, the section 
ith no stresses the use of overly detailed specifications. (See discussion of sec. 4(f) of 
tion is the bill.) 
-quire- “Section 4(c) would redesignate section 2305(c) as subsection 2305 (a) (2). 
“Section 4(d) would insert a new section 2305 (b), divided into subsections (1), 
a | (2), and (83), which would define the procedure of competitive negotiation. 
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“Explanation: The principal differences between formal advertising ang com 
petitive negotiation are as follows: ed 

“1. In formal advertising the advertisement is made to all potential bidders 
so as to afford as nearly as possible ‘free and full competition.’ In competitive 
negotiation requests for proposals need be made only to ‘two or more sources” 

“2. In formal advertising the emphasis is on price competition, and award is 
generally made to the lowest responsible bidder, with no negotiation relating to 
the purchase after the opening of bids. In competitive negotiation, because 
of the Government’s comparative uncertainty about the purchase being made 
thereby: competition with respect to factors other than price is essential : 
negotiations after the receipt and review of proposals is frequently necessary : 
and award is sometimes made to other than the lowest price offeror. ; 

“Since competitive negotiation would be given statutory status by force of 
section 3 of the bill, it should be generally defined in procedural terms as formal 
advertising is. Congress will thus have furnished the Secretary of Defense with 
guidelines for the issuance of more detailed regulations. 

“Section 4(e) would redesignate section 2305(d) as section 2305(c) and amenq 
it to extend to a proposal received during competitive negotiation the require 
ment which it now provides that a bid received after formal advertising evidence. 
ing an antitrust law violation be referred to the Attorney General. 

“Explanation: The requirement of referring possible antitrust violations eyj- 
denced by bids received on formal advertising should apply equally to such yio- 
lations evidenced by proposals received during competitive negotiation. 

“Section 4(f) would insert two new sections 2305(d) and (e). Section 
2305(d) would require that formal advertising and competitive negotiation be 
conducted under regulations of the Secretary of Defense. Section 2305(e) would 
require that property procured under title 10 be identified in specifications which 
shall express the characteristics of the property in the simplest practicable man. 
ner, consistent with the needs of the procuring agency, the nature of the property, 
the Defense cataloging and standardization programs, and wherever practicable 
in terms of performance rather than design and manufacturing details. 

“Explanation: The proposed new section 2305(d) is designed to assure that 
formal advertising and competitive negotiation will be conducted as uniformly 
as practicable by all procuring agencies. Also, the provision will foreclose the 
possibility of having these procedures defined by any Government agency outside 
the Department of Defense which would not be as sensitive to the needs of 
military procurement. 

“The proposed new section 2305(e) is designed to stimulate the military de 
partments to simplify their specification procedures. There is considerable 
opinion and evidence that much manpower, time, and money could be con- 
Served, and paperwork eliminated, by cutting down on the preparation of de 
tailed design and manufacturing specifications. Furthermore, the use of such 
specifications increases the need for close supervision and time-consuming re 
view and approval of engineering and manufacturing changes by personnel of 
the procuring agency. Specifications emphasizing performance characteristic 
tend to speed the performance of the work involved by vesting in the contractor 
greater responsibility for engineering and manufacturing judgment. Further- 
more, their use tends to enlarge the segment of industry which can bid on mili- 
tary procurement and thereby broadens the base for competition and supply 
and thus tends to lower procurements costs. 

“The specifications for military procurement must be expressed in terms con- 
sistent with the requirements defined by the services and consistent with their 
other needs, including standardization for logistic support and training; how- 
ever, we cannot afford to waste skilled manpower, time, or money by the 
preparation and use of overly detailed specifications. 

“Section 5(a) would amend section 2306(a) of chapter 137 by changing the 
word ‘may’ to ‘shall’ in the second sentence thereof, and changing the word ‘any’ 
to ‘the’ in such sentence. 

“Explanation : The effect of the proposed amendment is to require the head of 
an agency, rather than simply to permit him, as the present wording of the 
section does, to make, under section 2304, the kind of contract that he considers 
will promote the best interests of the United States. 

“Section 5(b) would amend section 2306(c) of chapter 137 by specifically and 
without qualification authorizing the use of cost contracts or cost-plus-a-fixed-fee 
contracts for experimental, developmental, or research work and by deleting 
therefrom the reference, in the nature of a qualified prohibition, to making in- 
centive contracts. 
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“Explanation : Section 2306 (¢) now prohibits the use of vost contracts, cost- 
jus-a-fixed-fee contracts and incentive contracts except when it is determined 
Sat such contracts are likely to be less costly than other kinds or that it is 
impracticable to obtain the kind or quality of property or services required by 
ther kinds of contracts. Section 5(b) of the bill would eliminate this qualified 
: ohibition as applied to incentive contracts thereby in effect permitting their 
= without a specific conditions precedent. Section 5(b) would also specifically 
authorize the use of cost and cost-plus-a-fixed-fee contracts for experimental, 
developmental, or research work. Such contracts cannot now be used for such 
work under section 2306(c) unless one of the determinacions mentioned above 
is made. ’ : : ‘ 

“Cost or cost-plus-a-fixed-fee contracts are of necessity the kind predominantly 
ysed for procuring experimental, developmental, or research work. For this 
reason it seems desirable for the law to authorize, rather than to conditionally 
prohibit, the use of such contracts for such procurement. Thus, opportunity 
would be afforded to conserve time and effort by eliminating the making of de- 
terminations now required as a condition for their use. (The necessity for mak- 
ing such determinations as a condition to the use of cost contracts in other pro- 
eurement would be unaffected by the proposed amendment of sec. 2306 (c).) 

“Incentive-type contracts are very widely used because of the variecy of ways 
they afford to lower costs, improve quality and performance, and reduce time 
in military procurement. Therefore it is not sensible for the law to tend to 
discourage their use by conditionally prohibiting them ; nor should the law inter- 
pose the administrative burden of making determinations as a condition to 
their use. It is for these reasons that section 5(b) of the bill would delete 
reference to use of incentive contracts from section 2306 (c). 

“Section 5(c) would add a new section 2306(f)(1) authorizing the head 
of an agency to designate, in prime contracts, subcontracting areas to be re- 
stricted by the prime contractor to competition among qualified small business 
concerns and (2) providing for regulations to be issued by the Secretary of 
Defense to implement such authority. 

“Explanation: The insertion of new section 2306(f) would provide explicit 
statutory authority, nowhere in law now provided, for the head of an agency 
to require in any prime contract that the prime contractor restrict io small 
business concerns competition in his procurement of property so specified in his 
contract. The insertion of such a provision would eliminate any question as to 
whether such authority exists. It would thereby afford opportunity for effi- 
ciently enlarging small business participation in military procurement parallel 
to the opportunity afforded by the amendment to section 2305(a) proposed in 
section 4(a) of the bill. 

“Section 6 would amend section 2311 of chapter 137 by authorizing the head 
of an agency to delegate his power to make determinations and decisions under 
clauses (11)—(15) of section 2304(a) and section 2307 (a). 

“Explanation: Section 2311 now permits only a very limited delegation by the 
head of an agency of his power to make determinations and decisions under 
clause (11) of section 2304(a), and it completely prohibits such delegation of 
determinations and decisions under clauses (12)—(15) of section 2304(a). These 
clauses provide five of the so-called negotiation exceptions from the general 
requirement that purchases be made by formal advertising and require deter- 
minations and decisions as follows: (11) That the property and services to be 
procured are for experimental, developmental, or research work; (12) that 
the procurement should not be publicly disclosed; (13) that the procurement 
is for technical equipment which must be standardized and interchangeable; 
(14) that the property to be procured requires a substantial initial investment 
or an extended period of preparation for manufacture, and that formal adver- 
tising might require duplication of investment or preparation already made or 
would unduly delay the procurement; (15) that the bid prices received after 
formal advertising are unreasonable or were not independently reached in open 
competition. 

“Section 2311 also now prohibits delegation by the head of an agency of his 
power to make the determination and decision under section 2307(a) that ad- 
vance payments on a negotiated contract are desirable. 

“Section 6 of the bill would make all such powers of determination unquali- 
fiedly delegable. 

“The nature of the determinations and decisions described above is not such 
that the head of an agency is uniquely qualified within his agency to make 
them. The prohibition on their delegation causes unnecessary time delays and 
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paperwork in the procurements to which they apply. Accordingly, they should 
be made delegable, as section 6 would provide, so as to afford agency heads the 
opportunity to increase efficiency in the management of such procurements. 

“Section 7 would amend chapter 141 of title 10 by adding a new section 
2389 thereto covering the procurement of operational systems. 

“Explanation: Section 7 is best explained by reading its full text. Its pur- 
pose is to provide specific statutory authority, encouragement and guidelines fo, 
the use of the so-called weapon system method of managing procurement of 
advanced weapons and other operational systems as defined in the section. The 
term ‘operational system’ is used, instead of ‘weapon system’ to reflect the 
encompassing therein of combinations of facilities and equipments which are 
not weapons. 

“Operational system procurement contemplates centralization of responsibility 
both on the military department side and on the industrial contractor side of 
the contract. It is a style of procurement management which was developed 
administratively by the Air Force. Starting in 1954, the Air Force has used it in 

a variety of procurements, with considerable efficacy in reducing ‘leadtime’ 
the period from the definition of a military requirement to the delivery of an 
operational inventory. 

“The proposed new provision for operational system contracts is designed to 
safeguard against the potentially troublesome aspects of this method of pro- 
curement management, such as undue concentration of performance of the work 
under the contract, as distinct from management responsibility therefor, in the 
hands of the prime contractor; jeopardizing fulfillment of programs of stand- 
ardization of facilities and equipments, logistic support and training; inade 
quacy of competition in subcontracting under the prime contract. The provision 
is also designed to assure that there will be coordination of operational system 
procurement among the military departments and opportunity for small business 
concerns to participate in the work covered by operational system contracts, 

“The Congress has a responsibility to give the operational system concept 
specific statutory status, to integrate it into congressional policies relating to 
military procurement, and to prescribe for its use in sufficient detail so that it 
will be used effectively to implement such policies. 

“Section 8 contains miscellaneous technical provisions which would make va- 
rious amendments to sections of chapters 137 and 139 which are necessary or 
desirable to conform to the changes provided in other sections of the bill. 

“Section 9(a) would amend the Renegotiation Act of 1951 to exempt from 
renegotiation all the following contracts made under chapter 137 of title 10: (1) 
Fixed price contracts; (2) contracts made after formal advertising; and (3) 
incentive contracts. The procedures for making and administering such con- 
tracts are designed to produce a price which does not include any payment to 
the contractor which can properly be said to include “excessive profits” in con- 
formance with the policy of the Congress declared in the Renegotiation Act of 
1951. Accordingly, the contracts should not be subject to renegotiation. To 
subject any such contract to renegotiation, as is done by present law, subjects 
the contractor to speculative, potentially inequitable, costly and time-consuming 
second-guessing of his relationship with the military department. Any neces- 
sary price redetermination should be negotiated between the contractor and the 
procuring agency after all costs under a contract have been ascertained. The 
military departments have the necessary authority to do this. We must design 
our military procurement laws in such a way as to maximize the incentives for 
industry to want to do and to do a good job. Amendment of the Renegotiation 
Act in the manner provided by section 9(a) of the bill is proposed to serve 
this objective. 

“Section 9(b) is in the nature of a technical provision necessary to carry 
out the purpose of section 9(a). It would amend section 102(e) of the Renego- 
tiation Act of 1951 so as to provide that the profit-limitation provisions of the 
so-called Vinson-Trammell Act (now secs. 2382 and 7300 of title 10 of the 
United States Code), which are made inapplicable by such section 102(e) to con- 
tracts which are subject to the Renegotiation Act of 1951, will also be inap- 
plicable to contracts which would be subject to such act but for the new exemp 
tion added by section 9(a) of the bill. 

“Section 9(c) provides that the amendments proposed in sections 9(a) and (b) 
would apply to contracts and related subcontracts made on or after the effective 
date of the bill. 

“Section 10 provides that the provisions of the bill would take effect 3 months 
after its enactment.” 





should 
ds the 
8. 


ection 


S$ pur- 
1e8 for 
ent of 
. The 
ct the 
ch are 


sibility 
ide of 
eloped 
d it in 
dtime,’ 

of an 


med to 
of pro- 
€ work 

in the 
stand- 
inade- 
ovision 
system 
usiness 
itracts, 
concept 
ting to 
that it 


ake va- 
sary or 
ill. 

ot from 
10: (1) 
nd (3) 
ch con- 
ment to 
in con- 
. Act of 
on. To 
subjects 
suming 
y neces- 
and the 
d. The 
t design 
ives for 
otiation 
to serve 


O carry 
Renego- 
s of the 
) of the 
) to con- 
be inap- 
, exelp- 


and (b) 
effective 


; months 


MILITARY PROCUREMENT 41 


Senator SALTONSTALL. I would like to make a brief statement of how 
[came to file this bill. ; 

In the fall of 1957, after Russia launched her first two space satel- 
lites, Sputniks I and II, on October 4 and November 3, respectively, 
the Preparedness Investigating Subcommittee of the Armed Services 
Committee, of which I was then and am now a member, held exhaustive 
hearings entitled “Inquiry Into Satellite and Missile Programs. 
The hearings opened on November 25, 1957, and ended on January 23, 
1958. In all we had 15 days of hearings and took almost 2,500 pages 
of testimony from more than 50 witnesses. Hine 

During the course of those hearings several witnesses criticized our 
military procurement laws and the procedures conditioned by these 
laws. It seemed to me quite clear that our national security would 
be assisted by substantial improvement in procurement statutes. 

From the early weeks of 1958 until the present time, 1 and mem- 
bers of my staff, with help and advice from persons in the Department 
of Defense and other agencies of the executive branch, members of 
the Legislative Reference Service of the Library of Congress, par- 
ticularly Mr. Donnelly who is here today, persons in private indus- 
try and its associations, and in the academic world, have worked to 
acquaint ourselves with the field of military procurement from a fac- 
tual, legal, administrative and socio-economic standpoint. 

On August 14, 1958, I filed S. 4294 of the 85th Congress and, as I 
explained in my statement at the time, and as I did in conversation 
with you, Mr. Chairman, it was filed principally for the purpose of 
generating study of its provisions for improving military procure- 
ment. 

At this point, Mr. Chairman, I would like to insert in the record of 
the hearings a copy of the remarks which I made in the Senate when 
lintroduced S. 4294. 

(The statement referred to follows :) 


THE ARMED SERVICES PROCUREMENT AMENDMENTS OF 1958 


Mr. SALTONSTALL. Mr. President, I introduce, for appropriate reference, a bill 
entitled “The Armed Services Procurement Amendments of 1958.” I do so, 
knowing full well that it cannot be acted upon in this Congress. But I wish to 
have the bill printed and referred to the Armed Services Committee, so that ap- 
propriate study may be made of it during the adjournment of Congress. 

The bill calls for very major reforms in the procedures now established by 
law for the procurement of goods and services for the Armed Forces. It deals 
with a highly involved and technical area of the law, yet one which governs the 
manner in which we spend $22 billion annually. 

Mr. President, I ask unanimous consent that the bill, a section-by-section 
analysis of the bill, and a brief newspaper article by Frank Pace, Jr., from the 
Christian Science Monitor of June 21, 1958, entitled “General Dynamics Seeks 
Flexibility in Weapons System Planning—Technological Surge Poses New Prob- 
lems,” be printed in the Record. 

Mr. President, over 6 months have gone into the preparation of the legislation. 
Because of the complexities of the Armed Services Procurement Act, which 
this bill amends, and the great amount of Federal money expended under its 
authority, the committee will certainly want adequate time to study this bill. 
Having it introduced now will enable the committee to draw reports from the 
responsible departments and others interested. Thus we will have available for 
consideration at the beginning of the next Congress through background ma- 
terial on the bill. 

During the Armed Services Preparedness Subcommittee hearings last winter 
several witnesses emphasized a glaring deficiency in our military procurement 
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procedures, notably the extended leadtime required for the procurement of 
major weapons systems. It is a matter of great concern when contrasted with 
recent Soviet developments of new weapons. It was pointed out, for example 
that in many cases 10 to 11 years have been required from the inception of a 
military requirement to the actual delivery of the hardware to fulfill the re 
quirement. The Russians have been doing this in half the time. Throughout 
the committee hearings the need for speed in our decisionmaking process and in 
the translation of ideas into military hardware was emphasized. The testimony 
of Dr. J. Sterling Livingston of the Harvard Business School was particularly 
provocative: , 

“We must make a management breakthrough, a breakthrough in our Weapons 
decisionmaking process—” 

Dr. Livingston asserted—‘“to keep pace with the Soviets, to regain world gciep. 
tific leadership and weapons superiority. * * * It is imperative * *-* that this 
particular weakness (weapons development decisionmaking) in our military 
organization be understood.” 

A great deal of testimony was directed to this complex and critical area. pp. 
fortunately most of the testimony was concerned with pointing out our de 
ficiencies rather than suggesting remedies. 

Accordingly, after considerable discussion and study, I have prepared severa} 
specific changes in the laws governing Armed Forces procurement which | 
believe, if enacted, would greatly facilitate our procurement process. I will de 
scribe these provisions in some detail later. 

First it is important to consider in perspective the nature of this problem, 
The United States has maintained and maintains today a great Military Estab. 
lishment. It is without question vital to our Nation’s security. For it is a deter. 
rent force capable of destroying an enemy at his base of operations. The 
very existence of this force and its versatility helps to keep the peace by discour. 
aging would-be aggressors from launching an attack against the free world, 

Of course, the existence of this capability causes potential enemies and 
would-be aggressors to resort to other tactics to expand their goals of political 
conquest. The Communists have traditionally used economic and _ political 
means to spread their influence and this Nation has, accordingly, wisely main- 
tained balanced forces throughout the world capable of effectively meeting 
brush-fire emergencies as they may arise and capable by their existence of 
strengthening western political integrity. 

But our national defense policy is nullified if we should lose the capability to 
retaliate quickly and devastatingly. Should we ever lose the margin of supe- 
riority or the equality necessary to deter attack, our Nation and all the things 
for which it stands would be in great jeopardy. 

Thus it is imperative to insure that our Armed Forces are kept at a maxi- 
mum state of readiness and to insure that we utilize technological advances as 
rapidly as possible. 

No one will deny that our margin of military superiority over the Russians 
has been narrowed in recent years. Our full-scale missile program was not begun 
until 1953 and the Russians have several years’ head start. We have no monopo- 
lies on nuclear weapons and quantitatively the Russians have a submarine 
fleet second to none. They have shown extraordinary prowess in recent years in 
their scientific advances and in their ability to convert raw ideas into mili- 
tarily useful application. 

If we were to assume—and I do not imply that this is the case—that our rel- 
ative military strengths were roughly equal at the present time, then the 
future security of the United States would depend almost entirely on our ability to 
produce military hardware in new technological fields at least as fast as the 
Russians could do. Postwar history does not prove that we have this capa- 
bility. 

Thus one of the most urgent responsibilities of the Congress and the Defense 
Department is to insure that procurement procedures from research through 
production are geared to these critical requirements. 

A vast body of law has been evolved over the years to guide the conduct of 
Defense Department procurement officers and technicians in the purchase of mili- 
tary supplies. The contracting officers and procurement policy officers must be 
concerned with literally hundreds of responsibilities—some of great importance, 
some of lesser importance. Vast amounts of paper work are required to handle 

single procurements and oftentimes in the production of one piece of complex 
equipment, hundreds of contracting officers and technical personnel are required, 



















































dozer 
even 
form 
and | 
Gove 


ont 


ae ee ee ee 


timony 
ularly 


eapons 


. Scien- 
at this 
ilitary 


1. Un- 
ur de 


several 
hich | 
vill de. 


“oblem, 
Estab- 
| deter- 
The 
iscour- 
d, 
eS and 
Olitical 
litical 
" Main- 
neeting 
nce of 


ility to 
f supe- 
things 


. maxi- 
neces as 


ussians 
| begun 
10NOpo- 
marine 
ears in 
0 mili- 


yur rel- 
en the 
ility to 
as the 
3 capa- 


Defense 
hrough 


duct of 
of mili- 
nust be 
rtance, 
handle 
omplex 
quired, 


MILITARY PROCUREMENT 43 


dozens of contracts executed, and several manufacturers employed. Oftentimes 

even urgent procurements require several weeks, perhaps months, to initiate 

formally and, once initiated, because of the nature of our procurement statutes 

and regulations, require detailed administration by many different offices of the 

Government. The end result under present law: Delay and unnecessary ex- 
nse that our Nation’s security can no longer afford. 

In recent years a new method of procurement has been developed in the De- 
partment and used with great success. It is called “weapons system procure- 
ment.” The bill which I am today introducing embodies the principle of the 
weapons system concept. Although the system has been demonstrated to be 
extremely effective in producing military weapons more quickly and more 
economically, it has not been used to maximum advantage because of administra- 
tive inertia and, in many cases, because of other requirements by Congress in 
the Armed Service Procurement Act. 

As a member of the Armed Services Committee, I have joined with my col- 
Jeagues to exhort the Defense Department to speed up its weapons development. 
But the responsibility is not solely in the hands of the Defense Department. 
Congress must insure that its own house is in order, that it has provided the 
statutory mechanism that the Department needs to do its job with maximum 
effectiveness. 

We cannot on the one hand criticize the Defense Department for delays and 
inefficiency when at the same time we impose inordinate administrative burdens 
through some of our statutes and neglect their modernization. 

This bill has as its principal objective a shortening of the leadtime in the devel- 
opment and production of new military weapons. This is vital to our Nation’s 
security. 

It has a secondary objective of promoting efficiency and economy in the pro- 
curement processes of the Defense Department. 

This is vital to our Nation’s massive defense effort. A few simple illustrations 
may help to emphasize the second objective. This bill calls for the use of so- 
called performance specifications in the procurement of military supplies. It 
also calls for the supply of commercial items whenever they meet requirements 
and whenever adequate competition is present. 

This section should eliminate some of the most flagrant administrative log- 
jams such as the 5-page specification for a single pull ring on a parachute, or the 
18-page specifications which were in use in the Defense Department to describe a 
ping-pong ball—all athletic equipment specifications have recently been elimi- 
nated. Some specifications for the procurement of very simple items take years 
to prepare and often measure over a foot in depth. Yet the Defense Department 
is required to prepare such detailed specifications under the provisions of the 
Armed Services Procurement Act as amended. 

When the Nation’s security may be threatened by a week’s delay in the pro- 
curement of a new weapon, we can ill afford to spend months and years pre- 
paring overly detailed specifications. 

Oftentimes detailed Government specifications, in addition to the great cost of 
preparation, result in the procurement of a much more costly end item. There 
are many times, for example, when the Defense Department could select from a 
dozen reputable manufacturers an existing commercial product which would 
satisfy the performance requirements of the Department. Yet to satisfy require- 
ments of the Armed Services Procurement Act the Department must prepare 
detailed drawings and specifications which require each manufacturer to spe- 
cially design, retool, and produce a noncommercial item for the military. The 
cost of the custom-made product often greatly exceed the comparable commer- 
cial item. 

The weapons system of procurement mentioned earlier involves a very simple 
procedure. It calls for the selection of one major prime contractor to produce 
one major military weapons system. 

Formerly, in the production of a complex piece of military equipment the 
Government selected contractors to produce major subassemblies and compo- 
nents. The Government would design their requirements, issue separate con- 
tracts to various manufacturers, and then with the Government-furnished 
material which was received under the contracts would turn the final assembly 
job over to one contractor. If all the parts fit and the final end product worked, 
the procurement was a success. But the procedure is hazardous and time 
consuming. 
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Under the weapons system concept, the Government executes one major 
contract. That prime contractor who bears ultimate responsibility to the Go 
ernment issues subcontracts to other industries responsible directly to him, tt 
is quite evident that coordination and speed are served by this coupling of 
responsibility, authority, and management. There are illustrations particularly 
in the aircraft industry under the older procurement system of serious failures 
and of 10-year leadtime procurements. By comparison, consider the Jupiter 
or the Thor missile. Central responsibility for the production of the weapon 
was placed in the hands of one agency and one contractor. Within a span of 
months, both weapons were in production, their prototypes having been tested 
successfully. Not only has the leadtime been greatly reduced under this Weapons 
system management, but procurement have been vastly more efficient. 

We have great confidence in the vitality and initiative of American ind 
The free competitive system which has enabled our Nation to achieve-unheralded 
industrial advances should be able, as it has in the past, to achieve military 
weapons superiority second to none. But, as Professor Livingston, of Haryg 
so aptly pointed out when he testified before the Preparedness Investigating 
Subcommittee hearings, our present system of defense contracting doeg not ep- 
courage those forces in our industrial establishment to work. We are failing 
to capitalize, Dr. Livingston says, on the great strength of the American indys. 
trial system because we do not offer adequate incentives, we take away essential 
management functions, and we penalize efficiency and ingenuity. Livingston jp 
his testimony before the committee said that despite the Soviet’s great advantage 
in production leadtime, our total development production and leadtime can be 
reduced to 34% years. But, he said, we must “first delegate greater authority 
and responsibility to contractors to make technical decisions on weapons systems, 
The strength of the private enterprise system lies in the creative capacity of 
our individual contractors. If we do not permit them to make decisions, we cap- 
not take advantage of the strength of our system.” 

After Dr. Livingston’s testimony, I found in the Armed Services Procurement 
Act several sections which substantiate his contentions. 

Ironically, Livingston pointed out, even in the controlled economy and indus 
trial establishment of the Soviet Union great rewards were provided for success 
in scientific and technological areas and penalties for failure. The Russians 
know full well the virtue of the incentive system. If the future security of the 
United States depends upon its ability to develop in the shortest possible time 
modern weapons of destruction so as to deter our enemies from aggression, 
then we must make full use of the inherent characteristics of the American 
industrial system which give it vigor and strength. 

To be specific, we must give greater freedom of action and provide more 
incentives for industry which participates in our defense work. We must 
say to a defense contractor : 

“It is your job to produce this weapon in the best way you know how with 
the best talent you can find and in the shortest possible time with the least 
cost to the Government.” 

We must not then require him to submit every minute engineering detail for 
inspection and approval in the Pentagon. Dr. Livingston illustrated the division 
of responsibility which exists, pointing out the case of an aircraft manufacturer 
who wished to change the clock in the cockpit of an airplane from a 1-day 
clock to an 8-day clock. The contractor had to prepare an elaborate justifica- 
tion which was submitted through channels and finally approved by a committee 
of technical personnel at top levels in the Air Force. Before it could finally be 
approved officials in the military service had to communicate with the contractor 
for further explanation of his reasons. Not only was an extended period of time 
involved but several ranking personnel in the department had to participate 
in the decision. 

Defense industries must have incentives to produce quality items at mini- 
mum cost to the Government. There has developed in recent years a form of 
military contracting known as the incentive contract. It has been highly 
effective in many cases. 

Under this form of contract the Government and the manufacturer agree 
upon a target price for the item to be produced. They further agree that if the 
contractor can reduce costs below the target price, he is allowed, typically, to 
keep 20 percent of the savings after returning 80 percent to the Government. 
If he exceeds the price, the Government pays 80 percent and the contractor 20 
percent of the excess. 
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But because of detailed specification and drawing requirements, in many 
eases the Defense Department is unable to take advantage of the incentive 
contract. Instead it issues a letter of intent which amounts, in effect, to a blank 
check to the eontractor. The provisions of this bill require the use of either 
incentive or fixed-price contracts in every case unless specifically exempted by 
the Secretary. ; i , 4 

But the desirable effects of incentive and fixed-price contracts are in many 
instances virtually nullified by the operation of the Renegotiation Act of 1951. 
Under this act, every Defense contractor who sells a volume of a million dollars 
or more to the military to subject to renegotiation (except in certain exempted 
eases). The Renegotiation Board examines a Defense contractor's business 
for such year and then determines whether his overall profit is excessive. 

Just consider the case of an aircraft manufacturer who is given a job at what 
the Government feels is a reasonable price. But because of his ingenuity and 
efficiency he reduces the cost very substantially. Under a typical incentive 
contract, he keeps 20 percent of the savings and the Government keeps 80 
percent—a very desirable result for the taxpayer. 

But he is then required to go before the Renegotiation Board at regional and 
perhaps national levels, open the books of his business for the entire year, and 
probably have to forfeit all of the 20 percent of savings that he earned. 

Furthermore, the Renegotiation Board is at the present time up to 5 years 
pehind in some of its cases. By the time he pays all of the expenses of the ad- 
ministrative renegotiation procedures and perhaps the costs of litigation in ap- 
peal to the tax court, it is possible and often happens that he not only loses any 
savings he achieved, but he loses the profit to which he was entitled on the 
contract as well. This involves an added burden for the Internal Revenue 
Service which must, after renegotiation, reopen the books of each contractor even 
though up to 5 years may have elapsed since the tax was paid. 

On the one hand, for national defense, we are trying by every means we know 
to encourage initiative and efficiency. On the other hand, we are penalizing 
those very same qualities. There are certain cases in which renegotiation serves 
the Government’s interests. Such a case might occur where a contractor is the 
sole producer and the sole supplier of a badly needed item and because of the 
Government’s critical need he charges exorbitant prices. 

But when we try to encourage the contractor to make profits so that he 
will make even greater savings for the Government, we defeat our purpose 
when we submit him to a potentially punitive administrative review 5 years later. 

The declining potential share of Government contracts which are available to 
small business each year has been a source of great concern to me and to my 
colleagues on the Small Business Committee. Yet in part this is due to the very 
nature of an advancing military technology. As the science becomes more 
complex and the weapons systems larger and more involved, it becomes more dif- 
ficult for smaller industrial establishments to take part in major Defense con- 
tract awards. 

It is the declared policy of Congress that small business shall receive a fair 
share of Defense contract awards. But to be perfectly realistic we cannot on 
the one hand encourage efficiency and speed through the use of single contractors 
to develop major weapons systems, and at the same time expect small business 
to hold their own, participating in these awards. To put it bluntly, we simply 
cannot have our cake and eat it too. 

It is necessary then to look for other approaches to the small-business pro- 
curement problem. And it is a responsibility of Congress to find the means for 
improving small-business participation in Defense contract awards. As the op 
portunities for direct prime contract awards are lessened, so are subcontract 
opportunities expanded. This bill therefore proposes a mechanism for directing 
subcontracts to small businesses. When a major weapons system contractor is 
selected under this plan, he shall present to the Defense Department a complete 
breakdown of proposed subcontractors. It sha!! then be the responsibility of the 
procuring agency to insure that the major prime contractor has to the maximum 
extent possible availed himself of the services of small business. 

A number of voluntary programs are in effect today in an effort to secure 
maximum subcontract opportunities for small business. But if we are to place 
greater reliance on American industry, to produce complex weapons systems, 
then it is proper that we impose a concomitant responsibility for promulgating 
the policies of the Government with respect to small business. If major prime 

contractors are thus required to use Government procurement procedures with 
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respect to small-business contracting, the ultimate share of Defense Depart. 
ment procurement dollars which end up in the hands of small business either 
through prime or subcontracts will increase rather than decrease, even as our 
weapons systems become larger and more complex. 

Finally, this bill gives greater flexibility to the procurement agencies of the 
Defense Department with respect to the method by which they select prime con- 
tractors. The Armed Services Procurement Act is written so as to require the 
use of formal advertising, except in specified cases where the Department 
involved may justify the use of negotiation. This bill would place formal 
advertising and open competitive negotiation on an equal footing. These typ 
concepts are fundamentally the same and they achieve in the end the same 
result for the Government, that is, the lowest price obtainable and maximyn 
competition. Except in those cases where the Defense Department now is abje 
to justify a negotiated contract, it must draw up formal specifications, prepare 
formal bid forms, and submit them in the open market. An extended period 
of time is involved in preparing and offering the bids. Then the bids must 
be formally evaluated. The entire procedure is very time-consuming and costly. 

In many cases where negotiated procurement is permissible, the Defense 
Department has used what is known as open and competitive negotiation. Ip 
such a case the requirements of the Government are made known in a less 
formal manner and proposals are solicited from all available and interested 
firms. But since the bargaining can take place across a negotiating table with 
all parties who’ are interested, the end result is much, much greater speed, 
often a lower price, and significantly reduced overhead costs. It is every bit 
as fair to the Government and to all of the firms who participate as is the more 
formal type of advertising. 

If this bill is enacted, there will still be many cases where formal advertising 
will be used: but there will also be greater flexibility in Defense procurement 
practices and procurements urgently needed for national security will not be 
unnecessarily delayed. 

These changes in the law contemplated by the provisions of this bill are simple 
vhanges. But it is my conviction that they would have a profound effect upon 
the procurement procedures of the Defense Department. Further, we must 
insure that our Nation’s small business at the very heart of our industrial 
democracy has full opportunity to participate in all Defense procurement, even 
though military technology each day becomes more complex and involved. 

I am confident that if these or similar changes are adopted in our procurement 
laws, great administrative savings can be made within the executive branch of 
the Government. Many unnecessary, time-consuming and expensive technical 
and administrative requirements are now imposed upon procurement agencies. 
These could be in large part removed. 

With their removal we would release the great energy of American industry 
and logically consolidate authority with responsibility. American industry can 
do the job of producing modern weapons better than any other industrial estab- 
lishment in the world. We must, however, give it the chance and the incentive 
to use the ingenuity and resourcefulness which has been its hallmark. 

I urge the Congress to give its consideration at the earliest time to these 
recommendations or to other changes which may be offered to effect these same 
purposes. For upon the speed and efficiency of procurement processes may well 
depend the peace and security of the free world. 


Senator SauronsTatx. In the ensuing weeks this bill became the 
subject of much consideration and comment. Needless to say, not all 
of it was favorable. On balance, the response encouraged me to con- 
tinue work on the bill, for one thing stood out very clearly; no one 
seemed to dispute the fact that military procurement laws need con- 
siderable improvement. I refiled an improved bill in this Congress as 
S. 500 now before this subcommittee. 

Effective military procurement is very largely a job of manage- 
ment to be done by the officials of the Department of Defense in coop- 
eration with defense industry. Doing a good job depends on many 
factors other than procurement laws including the amount of money 
appropriated by the Congress and the management of defense spend- 
ing. 
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Congress cannot legislate good management. However, we can 
legislation in such a way as to make good management difficult. I 
believe that existing military procurement law and the regulations 
issued thereunder contain obstacles to efficient procurement of military 

uirements. 

The basic law, known as the Armed Services Procurement Act, was 
framed in 1947 and designed mainly for routine, commodity-type, 
supply purchases under peacetime conditions. It is geared to an era 
when new weapons and equipment were developed in military research 
centers and produced for the most part in military arsenals and navy 
yards—and most important—when time was not an urgent considera- 
tion. 

In 1947 the United States had an overwhelming superiority of 
military strength compared with our potential enemies. It is no 
wonder that Congress should then have adopted a law which is de- 
signed mainly to assure low-cost procurement and to provide equality 
of opportunity to all suppliers and producers who might wish to 
furnish the armed services with their requirements. 

Twelve years later, our military strength no longer has the same 
margin of superiority over Russia’s that it had in 1947. 

We can no longer afford to proceed in a leisurely, time-wasting man- 
ner, concentrating more on assuring equality of opportunity to would- 
be defense contractors than on producing needed new weapons and 
equipment as quickly as possible. 

The space age has brought entirely new dimensions to our security 
preparedness and created an urgent need for revising procurement 
procedures that have become outdated. 

Broadly speaking, the present procurement laws provides that the 
armed services must buy their requirements by contracts made after 
time-consuming, formally advertised, competitive bidding. This 
involves publicly inviting all potential suppliers to bid on the item 
to be purchased, public opening of all bids received and, generally 
speaking, award of the contract to the lowest responsible and con- 
forming bidder. 

As an exception to the preferred requirement of formal advertising, 
the law authorizes the armed services to buy their requirements by 
contracts made after negotiation which may be used only in 17 specific 
situations. Those 17 specific situations, Mr. Chairman, are shown on 
page 1 of this committee print No. 1 in the middle column. 

The rest of the basic procurement law contains a number of qualifi- 

cations and restrictions on the authority of the military departments 
in procurement. Many of the provisions of the present law have no 
proper application to the procurement of advanced weapon require- 
ments to be carried out in 1959, year 2 of the space age. 
_ Although the Department of Defense has found enough authority 
in the Armed Services Procurement Act to manage the job of pro- 
curing military requirements, in many respects it has had to proceed 
inefliciently and has wasted time because of the law’s provisions. 

f new weapons development is to keep pace with our critical space 
age needs, procurement processes must be accelerated. We must dis- 
card obsolete requirements and restrictions which not only slow down 
the development of modern weapons but also are a drain upon engi- 
neering and administrative resources, both in Government and indus- 
try and upon the taxpayer's dollars. 
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The only question as I see it is not if the process of procuring milj- 
tary requirements can be improved, but how. 

Plainly, it is most important that we keep in mind the followin 
objectives in the expenditure of over $20 billion of taxpayers funds 
each year in military procurement: 

(1) That we buy economically ; 

(2) That we buy fairly; 

(3) That we buy what we need including what we need in research 
and development services; 

_(4) That our procurements be of satisfactory quality and relia. 
bility ; 

(5) That our procurements be consummated as expeditiously as 
practicable. 

These are all very important objectives. However, they are not 
all compatible with each other in every instance. And in any given 
procurement they vary in relative importance. 

What the Congress must assure is that the Department of Defense 
shall have the authority, the flexibility, the discretion together with 
appropriate limitations on such authority, flexibility and discretion, 
so that in any particular procurement the appropriate objectives will 
be emphasized. 

Present law is concerned primarily with fairness to potential mili- 
tary suppliers and economy. This, though desirable, 1s not enough. 
We must also make adequate provision for emphasizing the speed of 
procurement and quality and reliability of materials eae 

We must also assure the constant application of the maximum inge- 
nuity, resourcefulness, and energy to the filling of our military r- 
quirements. This must be done by the people in our military depart- 
ments and our defense industries and their employees. Only thus 
will we develop and produce the kinds and quantities of weapons and 

uipments which we need, when we need them, in order to maintain 
with our allies in the free world, sufficient military superiority over all 
our potential enemies. 

We must endeavor to do these things without sacrificing fairness and 
economy in military procurement. However, I am confident that 
where national security requires, the American people will support 
the sacrificing of economy and equality of opportunity in particular 
procurements, if speed, quality, reliability, or innovation must be 
our predominant objectives. The needs of national security must 
come first—other considerations are secondary. 

As I have said to you, Mr. Chairman, I have no pride of authorship 
in S. 500. It contains a number of provisions designed to help 
modernize our military procurement laws. I hope these hearings 
will produce other suggestions and constructive criticism. 

The details of the bill are well set forth and analyzed in Committee 
Print No. 1 dated July 13, 1959, which is before each member of the 
subcommittee. And that is a very good statement of the purposes, 
Mr. Chairman, as stated on page 5 of that committee print. 

S. 500 would remove many impediments and restrictions to efficient 
procurement which are in the present law. The bill would give 
statutory recognition and encouragement to many practices which 
have been proven in the past few years to be extremely effective in 
reducing weapon development leadtime, the period from the decision 
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that some weapon is needed to the deployment of operational hard- 
ware. ic Sv Lai 

In brief summary, the principal provisions of S. 500 are: 

(1) A comprehensive statement of congressional policy on mili- 
tary procurement emphasizing the need for speed in development of 
advanced weapons. Small business participation in prime and sub- 
contracts is stressed as is the purchase of commercial-type items where 
suitable. 

There is no such broad policy statement in the present law. 

(2) Negotiation, competitive negotiation and formal advertising 
are established on an equal] par to be used where appropriate. 

(3) The conditional prohibition on incentive contracts in present 
law is removed, and the use of incentive and fixed price contracts is 
encouraged. 

(4) The bill defines and calls for the use of “operational system” 
procurement methods with safeguards against undue concentration 
of defense production. This is an extension of the weapon system 
concept whereby authority and responsibility are centralized—both 
within the military departments and in major industrial contractors— 
for overall management of the development of advanced weapons. 

(5) The bill calls for increased small business participation on the 
subcontracting level under major operational system contracts. 

Mr. Chairman, section 9 of S. 500 would exempt from the Rene- 
gotiation Act and from the profit limitations of the Vinson-Trammell 
Act any fixed price contract, any contract made after formal advertis- 
ing, and any incentive-type contract. Congress has recently approved 
legislation providing for a 3-year extension of the Renegotiation Act. 

The extension makes no changes in the law, except for a provision 
granting a 5-year renegotiation loss carryforward. 

I was disappointed that it was not possible for the Congress to 
make the substantial revisions in the Renegotiation Act which are 
necessary as part of what needs to be done to improve military pro- 
curement procedures. 

However, I was pleased that the extension law contained provi- 
sions calling for studies of military procurement policies and prac- 
tices by the House and Senate Committees on Armed Services and a 
study of renegotiation by the Joint Committee on Internal Revenue 
Taxation. It is my hope that when these studies are made, favorable 
consideration will be given to modifying renegotiation and profit limi- 
tation laws along the lines which I have proposed in S. 500. 

There are four particular points concerning S. 500 which I would 
like to stress. 

First, with respect to negotiated procurement: I cannot conceive 
that negotiated procurement can be dispensed with or much reduced 
inmilitary buying. Over 93 percent of miliary buying contracts are 
negotiated. Over 85 percent of procurement dollars are spent under 
these negotiated contracts. By and large this is because the Depart- 
ment of Defense has no alternative. 

_These figures reflect the fact that we cannot advertise for competi- 
tive bidding the new, advanced weapons which are essential to our 
military preparedness. 

What we must do is to recognize legislatively the absolute necessity 
for negotiated procurement and strive to safeguard its fairness and 
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assure that it will be as competitive as practicable. S. 500 seeks to do 
this. 

Second, with respect to competition, we must discard the notion that 
competition means only price competition and legislatively recognize 
as coequal, and often more important than price competition, com. 
petition. with respect to other objectives which our military require. 
ments make imperative—speed, quality, reliability, and innovation 
There is no economy in low-cost procurement of weapons which are 
obsolete, which won’t work, or which are still in the factory when 
needed on the front lines. ; 

We must legislate so as to stimulate speed, quality, reliability, and 
inovation in our military procurement. S. 500 seeks to do this, 

Third, with respect to the weapon system methods of managing 
military procurement, we owe a great debt to our military and indus. 
trial managers for having devised these lead-time-saving and relia. 
bility-assuring methods. 

These methods may contain risks of undue concentration of mili- 
tary production in the plants of relatively few large companies and 
inadequacy of competition in subcontracting. 

To those who therefore say “we oppose the weapon system,” I say, 
“the weapon system is here to stay.” We are not going to abolish the 
weapon system or temper the risks it entails by ignoring it in ow 
procurement laws. 

The House of Representatives, as evidenced by its passage last week 
of H.R. 7508, authorizing the establishment of a Bureau of Naval 
Weapons, recognizes this. Mr. Vinson, in his report for the House 
Committee on Armed Services (H. Rept. 554), on this bill, wrote, in 
part, as follows: 


* * * During the course of its studies the committee gave major consideration 
to the functions of the Bureau of Ordnance and the Bureau of Aeronautics. It 
found that changes in technology and weapons’ characteristics, particularly in 
the field of missiles, have tended to merge the areas of development now charged 
to the Bureaus of Ordnance and Aeronautics to such a degree that organizational 
changes with respect to these two Bureaus appeared essential. Prior to the 
development of supersonic aircraft and guided missiles, together with techni- 
eal advances in electronics and similar fields, aircraft and weapons could be 
designed, developed, and produced by the Bureau of Aeronautics and the Bureau 
of Ordnance, respectively, with only a minimum of coordination between the 
two Bureaus. However, aircraft and weapons and related equipment have be 
come so complex and interrelated that they must be designed and developed 
as a unit rather than as separate units. Asa result of these new complexities, 
the weapons’ systems development function of the Bureau of Aeronautics and the 
Bureau of Ordnance have become so intermingled as to produce increasingly 
serious problems of divided responsibility and cognizance, coordination at mul- 
tiple stages and levels, and funding. 

The consolidation of functions which this bill proposes would place the 
weapons’ systems development effort of the Department of the Navy under 
the direct authority and control of a single executive. It would simplify the 
funding of major weapons’ systems. It would insure full utilization of the 
professional and technical talent available to the Navy, and would permit more 
efficient use of facilities and laboratories. 

The current problem can best be explained by citing an example. The Bureau 
of Aeronautics has cognizance of certain missiles. However, the Bureau of 
Ordnance is responsible for warheads, explosives, fuses, and rocket motors for 
all missiles. So it is inevitable that the responsibility for the development of 
a missile of this type be spread between the two Bureaus. A variety of delays 
are inevitable under such division. As previously stated, it is the purpose of this 
legislation to overcome these delays by placing related functions under the 
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direct authority and control of a single executive, rather than two executives 
as at present. 

The sound principles enunciated in Mr. Vinson’s report of this 
legislation must be legislatively extended through our Military Estab- 
lishment and into our defense industries, with suitable provisions to 
guard against the potential risks which I have cited. 5S. 500 seeks 
to do this. 

Fourth, with respect to small business—the ingenuity and flexibility 
of small business concerns must continue to be recognized and en- 
couraged in military procurement. Large, medium, and small busi- 
ness alike must be given the opportunity to make the most effective 
contribution which they respectively can make to our prepardness 
efforts. Since small business concerns are in general intrinsically 
less qualified to take on prime contractor responsibilities for advanced 
weapons contracts, their opportunities to participate in military pro- 
curement as subcontractors must be assiduously guaranteed. 

However, the safeguarding of small business opportunity must not 
operate to the detriment of our preparedness effort. _ 

Our task is to safeguard small business opportunity without jeop- 
ardizing efficiency in military procurement and without hurting other 
segments of industry. S.500 seeks to do this. 

In closing, Mr. Chairman, I will simply say that I am confident 
that under your leadership, and with your known interest in military 
affairs, the hearings which our subcommittee is starting today will 
help all of us in Congress and the general public to gain a better 
understanding of the tremendous task of military procurement. And 
that under your guidance we can look forward to recommending some 
real improvements in military procurement laws and procedures. 

Mr. Chairman, before I finish, and I appreciate this opportunity, 
I would like to insert.as an appendix to the record of these hearings 
a number of papers and articles which I have found very helpful 
in connection with the work which my staff and I have done on 
military procurement legislation. 

It is my hope that they will also be helpful as background material 
for the subcommittee and for persons having occasion to study the 
field to be covered in our hearings. 

The first of these is a paper which was prepared according to my 
instructions and request by Charles H. Donnelly, senior specialist in 
national defense, Legislative Reference Service, the Library of Con- 
gress. Mr. Donnelly is here if you wish to question him on any 
technical subject. 

The paper is entitled “Determination of Military Requirements” 

and describes the processes whereby the armed services define and 
determine their military requirements. (See app. I, p. 495.) 
_ For the most part these processes take place before a decision to 
initiate a military procurement is reached. However, these processes, 
as Mr. Donnelly’s paper clearly explains, are intimately related with 
the procurement procedures. 

The second is another paper prepared at my request by Mr. Donnelly 
entitled “Disposition of Funds Appropriated for National Defense.” 
As Mr. Donnelly states at the outset of this paper, “The purpose here 
1s to trace the defense dollar from the time it is appropriated by Con- 
gress until it is pocketed by the contractor in payment for material 
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or equipment furnished to the armed services, noting any practices 
which cause undue delays.” : 

Any thorough consideration of military procurement procedures 
should be conducted with an understanding of the mstarial conten 
in this paper, and I think it should prove quite helpful. (See app. IT 
p. 503.) P 

One of the leading authorities in the field of military procurement 
law is F. Trowbridge vom Baur, General Counsel of the Navy Depart- 
ment. His paper entitled “Our Legal System of Defense Procure. 
ment” provides a very interesting background discussion of military 
procurement law. (Seeapp. III, p. 506.) : 

One of the most important questions which our subcommittee wil] 
have to consider is the relationship between negotiated and advertised 
procurement. Three articles which were published in the fall of 
1957 by the National Security Industrial Association as a pamphlet, 
entitled “Procurement by Negotiation or Advertised Bidding,” con- 
tain instructive discussions on this question. (See app. IV, p. 513.) 

The literature dealing with the subject of weapon system contract- 
ing has been increasing voluminously in the past 2 years as growing 
attention has been paid to this method of procurement. 

The Subcommittee for Special Investigations of the Committee 
on Armed Services of the House of Representatives has been holding 
very comprehensive hearings under the authority of House Resolution 
19 entitled “Weapons System Management and Team System Concept 
in Government Contracting.” These hearings started on April 15, 
1959, and I understand have not yet been terminated. In addition 
to the material to be found in those hearings to which our subcom- 
mittee will likely wish to make reference, I submit for the appendix 
of our hearings a number of other articles, as follows: 

“AF/Industry Relations—What Air Force Wants,” by Lt. Gen. 
C. S. Irvine, Deputy Chief of Staff—Materiel, U.S. Air Force, Armed 
Forces Management, October 1958. (See app. V, p. 530.) 

“What Price Procurement Integration?” by Ernest F. Leathem, 
assistant to the president, Raytheon Co., Armed Forces Management, 
November 1958. (See app. VI, p. 532.) 

“Why Subcontractors Run Into Trouble,” by David Fromson, see- 
retary, counsel, and director, Greer Hydraulics, Inc., Armed Forces 
Management, December 1958. (See app. VII, p. 535.) 

“WSPO Concept: Space Age Procurement,” Armed Forces Man- 
agement, February 1959. (See app. VIII, p. 538.) 

“Defense Department Explains Weapons System Management and 
Procurement Concept; Army, Navy, Air Force Outline Operation 
of Concept in Each Service,” Army, Navy, Air Force Journal, June 
27,1959. (See app. LX, p. 545.) 

“Weapon System Contracting,” by J. Sterling Livingston, Har- 
vard Business Review, July-August 1959. (See app. X, p. 549.) 

“Comments on Weapons System Procurement Policy,” by Capt. 
E. C. Callahan, U.S.N., Commanding Officer and Director, US. 
Naval Training Device Center, Port Washington, N.Y. (see app. 
XI, p. 559.) 

“Atwood Backs Weapons System Concept,” by Irving Stone, 
Aviation Week, June 22,1959. (Seeapp. XII, p. 563.) 

Another area with which we will be concerned is that of small 
business participation in military procurement. In this connection 
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two reports prepared for me by the Legislative Reference Service, the 
Library of Congress, may be helpful: | 

“References to Congressional Hearings and Reports Relative to 
Treatment of Small Business Concerns in Connection With Govern- 
ment Procurement,” by Harry G. Ritchey, head, Congressional Docu- 
ments Section, American Law Division, Legislative Reference Service, 
the Library of Congress, November 20, 1958, together with the trans- 
mittal letter from Hugh L. Elsbree, Director of Legislative Reference 
Service. (See app. XIII, p. 572.) 

“Small Business Trends, With Particular Reference to Govern- 
ment Procurement,” Economics Division, Legislative Reference Serv- 
ice, the Library of Congress, February 4, 1959. (See app. XIV, 
578. 

Finally, Mr. Chairman, I would insert in the appendix of our hear- 
ings the following list of miscellaneous articles and papers which deal 
with various aspects of military procurement : 

“Current Status of National Defense: A Study in Appropriations, 
Organization, Inefficiency and Waste, and T rends in Roles and Mis- 
sions,” by James D. Threlkeld, Foreign Affairs Division, Legislative 
Reference Service, the Library of Congress, September 11, 1958. 
(Seeapp. XV, p. 584.) 

“Why Research Costs Too Much,” by Burgess Dempster, president, 
Electronic Engineering Co. of California, Armed Forces Manage- 
ment, March 1959. (See app. XVI, p. 592.) 

“Military Management,” by Bernard K. Gordon, analyst in na- 
tional defense, Foreign Affairs Division, Legislative Reference Serv- 
ice, the Library of Congress, March 13, 1959. (See app. XVII, p. 
595.) 

“Legal Status of Low Bidder on Military Procurement Contracts,” 
by J. R. Bolinger, legal analyst, American Law Division. Legislative 
Reference Service, the Library of Congress, April 17, 1959. (See 
app. XVIII, p. 607.) 

“Gifts or Undue Influence Between Subcontractor and Prime Con- 
tractor on Military Contracts,” by J. R. Bolinger, legal analyst, Amer- 
ican Law Division, Legislative Reference Service, the Library of 
Congress, April 22, 1959. (See app. XLX, p. 611.) 

“Pentagon Expands Incentive Contracts, But Obstacles Arise,” by 
Louis Kraar, the Wall Street Journal, April 30, 1959. (See app. 
XX, p. 614.) : 

“AMC Gets Ready for Change,” by Gen. E. W. Rawlings, Com- 
mander, Air Material Command, Armed Forces Management, Jan- 
uary 1959. (Seeapp. XX, p. 616.) 

“Formula for the Future; Military-Industry Cooperation,” by Vice 
Adm. E. W. Clexton, Chief of Naval Material, Armed Forces Man- 
agement, January 1959. (Seeapp. XXII, p. 618.) 

“Filling the Gap in Defense Supply Operations,” by Bill Borklund, 
-_ Forces Management, January 1959. (See app. XXIII, p. 
91.) 

“How Army Handles Tri-Service Buying,” by Lt. Col. William T. 
Bell, Jr., Chief, Procurement Policy Branch, Office of Quartermaster 
General, Armed Forces Management, January 1959. (See app. 
XXIV, p. 625.) 

“Army’s Buying System: What It Does,” by Col. E. J. Gibson, 
Office of the Deputy Chief of Staff for Logistics, Department of the 
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Army (Armed Forces Management, January 1959). (See app 
XXV, p. 628.) ; 

“Why Navy Procurement is Flexible,’ Armed Forces Management, 
January 1959. (Seeapp. XXXVI, p. 631.) 

“How Air Force Handles Logistic Support,” by Maj. Gen. T, Pp. 
Gerrity, Commander, Oklahoma City Air Materiel Area, Armed 
Forces Management, January 1959. (See app. X XVII, p. 633.) 

“Time * * * The Resource We Mismanage Most,” by Bill Bork. 
lund, Armed Forces Management, May 1959. (See app. XXVIII, 
p. 636.) 

“No Time for Sale,” by Maj. Patrick W. Powers, Army, March 
1959. (See app. X XIX, p. 640.) 

“An Analysis of Proposed Amendments to the Armed Services 
Procurement Act of 1947,” by Charles W. Colson and Murray Zweben, 
the George Washington Law Review, April 1959. (See app. XXX, 
p. 646.) 

I would like to ask the unanimous consent of the committee not to 
put these in the record, but put these in the appendix of the record 
because I believe they are as good a compendium of material as has 
been gathered on this subject in one place at the present time. 

Senator THurmonpb. Without objection that will be done. 

Senator Satronstratu. I thank the chairman. 

Senator THurmonp. I wish to thank the distinguished Senator 
from Massachusetts for the fine statement he has made. 

Our next statement is from the Senator from Delaware, Senator 
Williams. 


STATEMENT OF HON. JOHN J. WILLIAMS, U.S. SENATOR FROM 
THE STATE OF DELAWARE 


Senator WiniiaMs. Thank you, Mr. Chairman. I appreciate the 
opportunity to appear here this morning. I assure you I will be very 
brief. 

I am testifying in support of S. 1383. However, I want to make 
it clear that I am testifying here this morning more in favor of the 
principle of establishing mandatory competitive bidding in all in- 
stances where it is practical rather than upon any particular bill. 
S. 1383 makes it mandatory that in making its purchases for national 
defense the Federal Government should exercise the same degree of 
good business practices as would be followed by any well-managed 
operation. 

This bill provides that in making such purchases the Federal Gov- 
ernment shall advertise for bids and award the contracts for the pro- 
curement of all types of goods and services on a strictly competitive 
bid basis. 

It provides that the contract must automatically be awarded to the 
lowest responsible bidder, with exceptions being made only in those 
instances wherein the advertisement for public bids would not be 
feasible from a national security standpoint. 

In recent months the Comptroller General has called to attention 
of the Congress numerous instances in which millions are being wasted 
by the Defense Department as well as by other agencies because con- 
tracts were awarded on a negotiated rather than a competitive bid 
basis. 
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In many instances the Federal agencies even after advertising and 
receiving competitive bids do not always award the contracts to the 
lowest responsible bidder. ‘There can be no justification for such waste 
of the taxpayers’ money. This bill would prohibit such practices. _ 

This bill makes it mandatory that procurement be on a competitive 
bid basis in all instances where such bidding practices are feasible. 
It does give to the Secretary of Defense discretionary authority to 
negotiate contracts in those instances where to announce for competi- 
tive bids and give a description of the article required would not be in 
the best interests of our security and national defense. 

Likewise, it gives the Government the right to negotiate contracts 
when entering new fields of procurement wherein bona fide competi- 
tive bidding would not be feasible, such as in the development of new 
typesof weapons. : ’ 

‘Any excessive profits resulting from such negotiated bids could be 
taken care of through the Renegotiation Act and under a recapture 
clause included in the contracts. 

Under the existing law there is much emphasis placed and the De- 
fense Department relies largely upon what they describe as the in- 
centive contracts. But in my opinion this has not worked. 

I cite many instances in which the Comptroller General has called 
the attention of the Congress to the fact that these incentive contracts 
rather than working out as savings to the Government actually en- 
courage an inflation of the cost. 

Iam going to cite just one instance here in a report that was put out 
on May 6, 1958, in a letter of the Comptroller General to the Speaker 
of the House. 

I will read just one paragraph of the Comptroller General’s re- 
port: 

The report shows that the negotiated target prices included amounts for sub- 
contracted items which were $4,110,600 in excess of amounts which the con- 
tractor knew would be incurred for those items. Of this amount, $2,844,000 
was known to the contractor prior to the submission of its proposal, although 
the proposal stated that estimated costs of the subcontracted items were based 
on the most current information available. The remainder of $1,266,600 be- 
came known to the contractor prior to the completion of the negotiations. The 
lower cost information was not furnished by the contractor in negotiations nor 
disclosed by Air Force Review. Consequently, unless adequate adjustments are 
made, the contractor will receive incentive participations and target profits of 
about $1,251,000 because of excessive target estimates rather than as a result 
of contractor efficiencies. 

And there have been numerous instances called to the attention 
where these incentive type of contracts has encouraged the contractor: 
to inflate their target prices whereby they could have a savings ané 
then get about 20 percent of this savings, and after the contract: 
have been made. 

These inflated target prices which are made from the subcontractors, 
the so-called small businessman, after these prime contracts are en- 
tered into, then they go back and recontract or reevaluate the contract 
with the subcontractor. So it is not going down to small business as 
many think. : 

The savings are going into the prime contractors, and they are 
getting an incentive on these inflated contracts. 

_ Now I don’t say that is the rule, but yet there are many instances 
im which this has been done, and it has been called to the attention of 
our committee in a study of the renegotiation act. 
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I think that there is only one answer for it, and that is a ele 
et! —e. ° . 2 lear 
definition in the law that it is the intention of Congress that the De 
fense Department use in every instance competitive bidding practices 
in buying. 

That is exactly the same practices that you or I would use in oyy 
own private business and that is all we are asking to establish here 
in government. 

Now under this bill there are adequate leeways where the Seere. 
tary of Defense can _use his judgment and waive these competitive 
bidding practices. But in doing so, he must state his reasons and 
make those reasons available not only to the Congress but-to the At. 
torney General as well. I do not think that a mere statement of policy 
on the part of Congress is adequate. ; 

In numerous instances I have introduced similar legislation in the 
Senate, sometimes as riders to appropriation bills, and it has beep 
adopted by the Senate, only in conference to be changed to more or 
lass a statement of policy rather than a mandatory requirement. And 
£0 we do have statements of policies on the part of Congress in the 
laws, and we do not have any change in the activities of the Defenge 
Department. 

think that the time is long overdue when we must insist on it. | 
would like to ask if it has not already been incorporated in the record 
with your other reports that at this point a letter from the Comp- 
troller General endorsing the principles of S. 1383 be incorporated at 
this point as a part of my remarks. 

(Nore: This report appears on p. 21.) 

Senator Wiiu1ams. The Comptroller general does make two or 
three suggested changes in the language, but principally he does en- 
dorse this as necessary legislation. won’t burden the committee 
records with the numerous examples that can be found from reading 
the various Comptroller General’s reports, but I don’t think that there 
is any question from the series of them that have been coming before 
the Congress in recent weeks and months but that hundreds of mil- 
lions of dollars can be saved if we can just get the Defense Department 
to exercise the same sound business principles in buying and in spend- 
ing the taxpayers’ dollars that they would be if they were spending 
their own dollars in building their own homes. 

I think this is a long overdue legislation. I thank the chairman. 

Senator Tuurmonp. I wish to thank the able Senator for his en- 
lightening statement. I have a statement here from Senator Bridges, 
coauthor of your bill, Senator Williams, and without objection this 
statement will be placed in the record. 


STATEMENT OF HON. STYLES BRIDGES, U.S. SENATOR FROM THE 
STATE OF NEW HAMPSHIRE 


Senator Brinexs. Mr. Chairman, one of the most effective ways for 
the Federal Government to make a substantial reduction in expendi- 
tures is to adopt certain good business practices which have already 
withstood the rigid test of private enterprise. 

I believe we have a long road ahead in our journey toward totally 
sound and realistic spending policies, but I feel that a major step can 
be taken in the right direction with the passage of S. 1383, which I 
have cosponsored with Senator Williams of Delaware and others. 
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No method of procurement can be given a more exacting test than 
that afforded by free enterprise, which requires the use of sound prac- 
tices to insure fiscal survival. 

And the finest minds of business and industry have settled on the 
system of competitive bidding as the fairest and most economical 

rocurement method yet devised. 

Fundamentally, S. 1383 requires the Armed Forces to utilize this 
tried and true system to the greatest practicable extent in the pur- 
chasing of all types of goods and services. The bill necessarily ex- 
cludes those cases where advertisements for public bids might be 
detrimental to our national security. 

There have been many glaring examples of excessive spending at- 
tributable directly to the system of negotiated contracts. In effect, 
this amounts to sheer waste and is a procedure which literally cries 
for remedial legislation. 

Mr. Chairman, I cannot stress too strongly the fact that this meas- 
ure, if adopted, would bring about a saving of millions of dollars 
each year for the taxpayers of this country. This huge saving can 
be accomplished without jeopardizing our national defense in any 
way and without cutting back one iota the services which citizens 
received under our domestic program. 

As one who has long advocated elimination of nonessential Govern- 
ment spending, I see in this bill a golden opportunity for the Congress 
of the United States to curtail expenditures by the simple process of 
reducing huge outlays of cash now being disbursed needlessly by the 
armed services for negotiated contracts. 

In these days of high budgets, high taxes, and increased need for 
essential defense spending, we must take advantage of every oppor- 
tunity to lessen the load which taxpayers are carrying for the defense 
of our Nation. I submit that this bill provides the opportunity to do 
just that. 

Mr. Chairman, this is sound legislation. This is legislation which 
I feel certain the American people want and need. I am hopeful that 
this able subcommittee will recognize its merits and consider it in a 
favorable light. 

Moreover, I am hopeful that the full Committee on the Armed 
Services will report it favorably to the Senate and that the American 
people will receive the financial benefits of its passage in the Congress. 

Senator Wii1iams. I understand that a copy of the bill has al- 
ready been placed in the record. 

Senator amen Are there any questions on the part of the 
members of the subcommittee ? 

Senator Saltonstall, do you have.any questions? 

Senator Satronstatt. No, Mr. Chairman, not at this time of Sen- 
ator Williams. If I may make the observation, we have got to recog- 
nize the facts of life, and the facts of life are that 85 percent of the 
procurement dollars are spent under contracts made after negotiation. 

hese contracts represent 90 percent of procurement. actions. 

What we have got to do is to put a legislative standard of com- 

tition on negotiated contracts in such a way as to carry out what 

nator Williams is trying to do—to increase competition—but not 
to put our heads in the sand, so to speak, to the effect that we can keep 
up with these new weapons by advertised competitive bidding. 
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I think if we go through the hearings of the Preparedness Com. 
mittee we will find that our leadtime 1s very much longer for the 
same items that the Russians’ leadtime and that is what we have got 
to compete with. . 

Senator THurmMonp. You think the reasons are our system of pro- 
curement ? 

Senator Satronsrau.. [ think our system of procurement has a Jot 
to do with it. If you will look at page 1 of this committee print you 
will see that negotiated contracts can be made under 17 different 
conditions. 

Now that means that one of those conditions has got to be’ satisfied 
at the time of any negotiated contract. 

That makes for delay, makes for wasted time, and it makes for com- 
plicating administrative procedure in putting a lot more burden on 
the secretaries of the services. I don’t want to get into an argument 
with Senator Williams now, but I appreciate the opportunity to 
comment. 

Senator Tuurmonp. I would be pleased if you care to ask him any 
questions because these are the very things we wish to thrash out. 
This section 2304 provides that purchases of and contracts for proper- 
ties and services covered by this chapter shall be made by formal 
advertising. 

“However, the head of an agency may negotiate such a purchase or 
contract if” and there are 17 ifs or exceptions to that. As I understood 
from your opening statement, most of the procurement is made under 
these exceptions. 

Senator Sarronstati. That is correct, as I understand it, 90 per- 
cent of the contracts. 

Senator Tuurmonp. So your policy there of formally advertising 
is really not effective in that respect. 

Senator Satronstatu. That is my understanding. 

Senator Taurmonp. That is your interpretation ? 

Senator SauronsTauu. Yes, sir. 

Senator THurmonp. Senator Williams has in mind to do more 
formal advertising, to adhere more to the competitive method through 
formal advertising than we are doing now, is that your theory, 
Senator ? 

Senator Witt1aMs. That’s correct. However, I would like to em- 
phasize that the bill which I have introduced would not at all prohibit 
negotiated contracts, and most certainly no one is suggesting that the 
Government can, even if it wishes, enter into competitive bidding prac- 
tices on new weapons. 

My bill would not repeal these exceptions which are already spelled 
out in the law. It would rewrite some of these exceptions to make 
them more effective, where they must use competitive bidding practices 
in buying standard articles. We have numerous instances which have 
been called to the attention of the Congress where these articles are 
standard articles, articles upon which competitive bids could be 
solicited. 

Yet they are still not being solicited by the Department, and much 
to the disturbance of some of us, we have found that after these com- 
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tive bids have been solicited, they have not always been awarded 
to the lowest bidder, and in some instances not even to the lowest re- 
nsible bidder by far. awe 
So I think that those cases certainly cannot be justified under any 
ireumstances. ‘Those are the points that we are trying to correct 
ere, Now I certainly do not think we should write any law which 
gould make it mandatory that the Government just enter into every- 
thing as competitive bidding period because as the Senator from Massa- 
chusetts points out that would not be practical. ib 2 

You could not get a competitive bid on a new missile which has 
never been developed. ' 

You could not get a competitive bid in building the first atomic 
submarine and all of those items. We recognize that. Those are 
taken care of under the Renegotiation Act. Under this bill if passed as 
. introduced all that the Secretary of Defense would have to do would 

be to certify why he had bypassed the competitive bidding practices, 

and certainly it would be easy to certify in instances such as have 
been cited. 

Senator Busu. If the Senator will yield for a question. You speak 
of the Renegotiation Act protection in respect to the newer develop- 
ments like the atomic submarine and so forth. Why isn’t that act, the 

, renegotiation procedure, also helpful in protecting the National Treas- 
| ury in respect to other matters which you are objecting to? 

Senator Witi1aMs. It does help. 

| Senator Bust. It does? 

Senator Witi1aMs. But the Renegotiation Act, just as the Comp- 
troller General’s audit, they can’t renegotiate and follow through in 
detail on every contract. It is physically impossible. So they spot 
check a lot of them and follow through on some of the major ones. 
But I do think that in many instances the fairest way to spend the 
taxpayers’ dollars is in an open competitive bid. 

That is exactly the manner in which you and I would do it if we were 
back home building something or buying a product upon which com- 
petitive bids would be practical. 

Senator Busn. Does your bill restrict the mandatory competitive 
bidding phase of this thing to standard products, standard equipment? 

Senator Witi1aMs. In substance, yes. It says competitive bidding 
practices must be used in all instances where it is feasible. 

Senator Busu. That would include virtually all standard equip- 
ment § 

Senator Witt1aMs. That’s right. That would. 

Senator Busu. Is that not being observed now ? 

Senator Witi1aMs. No. 

Senator Busu. It is not? 

Senator Witi1aMs. It is not. 

Senator Busu. Standard equipment is being negotiated for? 

Senator Witx1ams. According to the Comptroller General many 
contracts are entered into on a negotiated basis wherein substantial 
mounts of money would be saved had it not been. If the committee 
ill bear with me here I think I have one of the Comptroller General’s 
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statements in a report that I would read to the Congress, dated May % 
of this year. It is addressed again to the Speaker: : 

Enclosed is our report on examination of the pricing of selected prime Contract 
negotiated by the Department of the Air Force and subcontracts negotiated m 
Air Force prime contractors. 

The report presents in summary form the findings included in 14 ip 
reports submitted to you during the past year. 

These reports showed that in a number of instances fair and reasonable Prices 
were not negotiated. ; 

In certain of these cases estimated costs used in pricing were excessive y 
about $17 million which unless adjusted would result in excess cost to the 
Government of $6,340,000. ‘ 

I won’t continue to read the rest of the report, but that gets back 
into the inflated prices and then the incentive contracts come in, 

Senator Bus. Does that apply to standard items so to speak? 

Senator Wiis. In this report the Comptroller General ggij 
that they could have been competitive bids. In some of them they 
were not. In some of them they would have to be more or less negs 
tiated, and it was a criticism of the negotiation practice rather thap 
the other. 

Senator Busn. I see. 

Senator THurmonp. I might call attention to the members of the 
subcommittee and the witnesses to page 3 of Committee Print 
No. 1, which gives the number and net value of formally advertised 
and other military procurements for the fiscal year 1958, that gives 
a breakdown for the quantity that was procured under each of the 
17 exceptions. 

I don’t know whether the Senator has seen that or not. 

Senator WiiuiaMs. No; I haven’t, sir. 

Senator THurmonp. I want to ask you this question, Senator. 


dividua) 


Senator Saltonstall stated in the beginning of his statement that | 


he had two purposes in mind. One was— 


to cut the leadtime of major strategic weapons—that is, the time require 
to develop a weapon from the drawing board to operational service. 

Would your bill hamper such an objective ? 

Senator Witu1aMs. No; I don’t think it would at all. I don’t se 
any reason why it would. In fact I don’t think it would affect it 
either way. 

Senator Tuurmonp (reading) : 

Two. To encourage efficiency in the administrative processes supporting 
military procurement. In other words to assist and speed decision making 

Would your bill hamper that objective? ; 

Senator WitxiAMs. I would say that they would have to give more 
consideration to whether or not in making the determination—I 
would say yes, that it would slow it down some. I don’t think tt 
would make any appreciable differences because the Department 
could very promptly make this determination. And certainly 
many of the major items which are being purchased, the determina- 
tion would be so obvious that it would not take any delay at all. 

Now to just use again the example of some of our new missiles or 
the atomic submarine; any man knows you can’t get bids on thos 
new weapons and they can be automatically eliminated and mov 
over. There may be some items on the borderline. Those which ar 
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on the borderline to the extent that they were studied, there would 
be some delay. However, in the event of a national emergency, you 
could certify that in the interests of national security all of this 
could be waived upon the certification of the Secretary of Defense, 
and 1 think we would almost have to give him that discretionary 
authority. : ’ , 

The bill also carries the discretionary authority to the Secretary 
of Defense that if advertising for these bids would give more infor- 
mation to the enemy in time of war, which would not make it prac- 
tical for him to advertise, he can then waive it. 

Sometimes we would not want them to know how much we may be 
buying of a certain item. _ 

nator THuRMOND. Did you have any more questions of Senator 
Williams ? 

Senator Sarronstaty. Mr. Chairman, I would like to call Sena- 
tor Williams’ attention, if you will look at this committee print, page 
14. As I stated when you were here, the present law mérely states 
as policy that a fair proportion of purchases and contracts made under 
thischapter shall be placed with small business concerns. 

That is the only statement of policy. Now one thing we have tried 
todo in S. 500 is to broaden the declaration of policy of the Congress. 
It would say that agencies shall use existing products that are made 
just as far as possible; and that they shall use the methods of procure- 
ment which will assure such competition in conformity with the princi- 
ples of the Nation’s free enterprise economy, consistent with the 
agency’s needs, the nature of the products and the commercial or 
industrial environment of the products. 

What we have tried to do there is to state policy of Congress which 
has never been stated before in the procurement law, and in that way 
try to have Congress tell the agencies that they shall have competi- 
tion by advertising, where it is possible to advertise, and in negotia- 
tion where is is necessary to negotiate. 

Now I don’t think we are too far apart in purposes, but we are 
very far apart in methods. 

Senator Witi1aMs. I don’t think, as you said, that we are too far 
apart in our objectives. 

The bill which I introduced I think would be a little stricter and 
make it more mandatory and not leave as much to discretion. 

Senator Busu. If the Senator will yield there, (b) under 2301, on 
pase 14 that the chairman called attention to, could appear in your 

illas a statement of policy, could it not ? 

_ Senator WitxraMs. Yes, there would be no objection to it appear- 
ing in there as a statement of policy. I think we would have to take 
this into consideration though, the question of whether you are going 
to make that secondary to competitive bidding or whether you are 
going to instruct the Department to award these to the smaller busi- 
hess even though the prices are higher. 

Then you get back to whether you are going to waive competitive 
bidsand award them tothe lowest contractor. 

I think, No. 1, we have got to determine whether we want the Gov- 
ernment to buy as cheaply as possible from responsible bidders. I 
would certainly say that that paragraph could be incorporated in 
there, that preference be given to them at the same prices. 











62 MILITARY PROCUREMENT 


But I do think you have got to either recognize the lowest bid or 
not recognize It. 

Senator Bus. Mr. Chairman, could I ask one more question? If 
anybody wants to get into this, I don’t want to preempt the floor, 

But do you consider that your bill is in conflict with S. 500? 

Senator Wiriu1aMs. No. 

Senator Busu. Or supplementary ? 

Senator Wit1ams. I don’t think it is in conflict. I think that they 
both have the same stated purpose, as I understand it. 

I believe that the bill which we have drawn, and I believe Senator 
Saltonstall would agree, would restrict the Defense Department's dig. 
cretionary authority more so than your bill. 

I think that S. 500 is more a statement of policy and the intention 
of Congress, whereas S. 1383 spells it out and would make it manda- 
tory to a larger extent. At the same time, the Secretary of Defense 
under my bill, or our bill, would have the discretionary authority to 
waive it. But in waiving it he would have to state his reasons and make 
his reasons available to the Congress and to the Attorney General. 

Senator THurmonp. Senator Cannon ? 

Senator Cannon. I don’t interpret that: your two bills are as easily 
reconciled as youstate. Itseems to me that they represent two entirely 
different concepts; that Senator Saltonstall’s bill represents a concept 
of a negotiated contract, and your bill represents the concept of com- 
petitive bidding and business to the small businessman by a direet 
requirement. 

If I am in error on this—I thought that one of Senator Saltonstall’s 
arguments put forth was the fact that the advertised bidding concept 
took a longer time and therefore required a greater lead time in the 
procurement of these systems, and that your bill would say we must 
take a longer time or we must advertise at least. ‘Therefore, if Senator 
Saltonstall’s theory is correct, your bill would take a longer time in 
the leadtime of these various items. 

But I would like to ask Senator Saltonstall have you made any study 
as to haw much longer time would be involved in lead time on these 
items ? 

I say that because I realize that in some of these items or some of 
these systems we have a lead time of 3 or 4 years. So it would seem 
to me that the time necessary for advertising for bids would not 
be a very great factor where you have that long a leadtime. Do you 
have any figures on that ? 

Senator Ncamunens. I don’t think, Senator Cannon, that I have 
any figures. I know I haven’t any figures that I could give you 
What got me into this was the difference in leadtime between what we 
understand and are told that the Russians are taking and what we are 
taking. At the present time the Air Force is conducting a lot of its 
work on the so-called weapon system. 

The Navy is doing part under the weapon system and part by the 
form of what you might call the arsenal system of research and de- 
velopment. 

In the Air Force under General Schriever the development of mis- 
siles in California is done under the weapon system principle. The 
Polaris submarine is done under the weapon system principle. 

The Army, on the other hand, in developing the Jupiter and other 
weapons, works on the arsenal system. Now on the arsenal system, 
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as I understand it, the research and development is all done by the 
Army, and it is only turned over to industry when it is ready to be 
roduced. For instance, the Jupiter—I think I am correct in saying 
this—is now in the Chrysler plant. That is after it has been researched 
anddeveloped. ’ ; isa 

One thing this bill of mine tries to do is to legalize, if you will, and 
formalize competitive negotiation so that the time is not wasted in 
finding an exception, in having these various committees in the Penta- 

n and the various decisions that have to be made by the service 

ecretaries before negotiated contracts can be put into existence. 

That is part of what we are trying to do in this bill. I believe, just 
as Mr. Williams does, that procurement should be done by open com- 
petition where we can. But you know and I know that when you are 
trying to get a thrust today of a million pounds, you can’t do it by 
open competition, and when you are trying to get a warhead that comes 
back through the atmosphere you can’t do it by open bid competition. 
Those are the procurements where we want to cut the leadtime down. 

Senator Cannon. Is it your position that your bill would not ex- 
pand materially the procurement through the negotiated contract 
system type over what it is now? You say that approximately 83 
percent as I recall it 

Senator SALTONSTALL. 85 percent. 

Senator Cannon. Is procured in that manner ? 

Senator Sattronstatu. Ninety percent, and 85 percent of the money. 

Senator Cannon. I see. Is it your theory that more money would 
be used in negotiated contract procurement ? 

Senator SatronsTALL. No, sir. 

Senator Cannon. Than is now being used ? 

Senator SatronsTaLu. No, sir, not necessarily. Probably as we 
get more knowledge of these missiles and so on there would be less. 
What the bill does attempt to do, as I have tried to say, is to set a 
congressional policy on how negotiations shall be carried out. What 
we want to do is to compete by negotiation, and to remember that 
speed and efficiency is sometimes a more important type of competi- 
tion than merely price. 

Senator Cannon. If over 90 percent of the contracts are now being 
awarded through negotiation, isn’t it reasonable to assume that you 
could not eliminate much in the way of speed if you are going to legal- 
ize the negotiation ? 

Senator Satronstatu. No. I think that we are trying to do this: 
If you take those 17 exceptions that are on page 1 of this committee 
print, and run down through them, as I understand it, first you have 
got to find an exception under which you can negotiate, and second, 
when you have found the exception, then the contract has to go up 
and be approved by the service Secretary. So that you are taking 
time because he has got to get advice; he has got to get. counseling. 

Senator THurmonp. On this point I might invite the attention of 
the subcommittee to the view of the Defense Department, which is 
found on page 6 in the middle column, about the middle of the first 
parfgraph which states: 

It is the view of the Department of Defense that as the proposed amended 


section reads, and in the light of the analysis statement that competitive nego- 
tiation is intended to be alternative to formal advertising, the effect of section 
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3 would be to authorize competitive negotiation in cases where formal adyer. 
tising has heretofore been used. Therefore, a reduction in the use of formal 
advertising is likely. 

I thought that construction by the Department of Defense might 
be of interest at this point. 

Senator Satronsratt. Mr. Chairman, I would say that we haye 
consulted, of course, the Department of Defense and they have gent 
a letter in to the committee. I haven’t tried, however, to get this bil] 
to conform with all the recommendations of the Department of De. 
fense, and I haven’t done so—or the Comptroller General—hecause I 
believe that we should have argument up here and we should haye 
differences of opinion. What I have tried to do is to give ‘what we 
believe is the best, getting the views of the Department of Defense 
and the views of the other departments. As I have said, this bij] 
can be improved. 

I am sure it can. What we want to do is to get the best procure- 
ment procedures that we can at the present time to compete with our 
enemies throughout the world, and that is what this bill attempts to 
do. I don’t say it is all right, and as I have said to you privately, 
Mr. Chairman, I hope we improve it. We have improved it up to this 
point and I think we can improve it some more. 

Senator Tuurmonp. Do you have other questions? 

Senator Cannon. I do have another one or two. It seems to me 
that if this statement is correct that reduction in the use of formal 
advertising is likely and we are now procuring over 90 percent of 
the materials through negotiated contracts, we are in effect practically 
doing away with our capitalistic form of free-enterprise system here. 
You mentioned the fact that we are slower, that our leadtime is 
longer than the Russians. 

Senator Satronstauu. That is correct. 

Senator Cannon. It is certainly not advancing the idea that the 
capitalistic free-enterprise system is not the most desirable system 
because we are not quite as fast as the Russian system. 

Senator Satronstau. No, but I think, Mr. Cannon, the capitalistic 
system, to use those words, is the better system, and what we are 
trying to do is, through competitive negotiation, to reduce the lead- 
time. Formally advertised bidding will increase leadtime on ad- 
vanced weapons. 

Senator Cannon. Is your statement that our leadtime is nee 
than the Russians generally accepted as being correct, or is it that 
from the time they decide on a system they are able to get it into pro- 
duction faster and into operation faster because it takes us so long to 
make a decision ? 

Senator Sattonstau. I think the opinion is that the leadtime here 
in the United States for tactical and strategic bombers and missiles 1s 
longer than the Russians. 

Now that is due to several things that perhaps we should not discuss 
in an open hearing, but one of them is the confusion with the number 
of committees in the Pentagon and the difficulty of getting quick deci- 
sions. . 

General Schriever testified to that at great length and he impresse 
us very much as to the number of times he had to come from Cali- 
fornia to Washington and the number of committees he had to dis 
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these decisions with. There were several professors, one of which 
-onesged me very much, as to his observations on Russia and his 
ions here. | 
Hor CANNON. Senator Williams, do you feel that your require- 
ments for advertised bidding would materially slow up the leadtime 
jeessary in obtaining the end product? iti b 
Senator WILLIAMS. No,I don’t. Ithink that the major difference— 
gd I think you have pretty much grasped it in reading this section 
igre too by the chairman, the major difference in the two bills is that 
g 1383 would require that a larger percentage of the present procure- 
nent would be done on a competitive bid basis and that would be man- 


a afraid that while I recognize that S. 500 spells out that that 
is the hope that it would be increased, I am afraid that the results 
rould be the opposite, and particularly after noting the language that 
he chairman just read on the Defense Department’s interpretation 
hat such would be their interpretation of it, to use more negotiated 
contracts. . : 

[fully recognize that negotiated contracts cannot be ruled out on new 
weapons. Neither of these bills would in any way affect that with the 


| Department. 


However, it would provide, both bills state, that it is our intent that 


‘they should use competitive bidding to a larger extent than they are 


wing it, and in every case where it would be practicable. 

The only difference is S. 500 says that is the hope, S. 1383 says that 
itisa must and makes it mandatory. 

As I stated before, with Congress’ record of having on two or three 
occasions gone on record of a statement of policy, I am afraid that 
from past experience a statement of policy will not be enough with 


the Defense Department. I think that what we need is specific lan- 


T don’ think that the delay in advertising for bids will hurt us. 
After all, let’s not forget that a part of the defense of this country and 
thesecurity of our country is depending upon our ability to maintain 
sme financial stability in the Government here. 

Ithink that it is about time we look at the amount of money that this 
seosting. The Comptroller General points out many cases and many 
witnesses come before our committee under the Renegotiation Act 
= hundreds of millions are being wasted in various procurement 
policies, 

Itistime that we stopped. I think that certainly we need adequate 
defense, but we want to make sure that every dollar spent is a dollar 
spent for defense. 

Senator Sarronsraui. Mr. Chairman, may I point this out to 
Senator Cannon: That the present law makes no requirement of com- 
tition in negotiation, and that what we are trying to do under 
‘. 500, as I have said, is to make the requirement of competitive 
egotiation. Then also we want to remember that private industry 
doesn’t buy by means of formal advertising. It is competitively 
legotiated. 

What we are trying to do under this bill is to set a policy that 


legotiated procurement is proper and desirable, and to set it forth 


atively rather than negatively. 
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Senator Busu. Mr. Chairman, could I propound a parliamentary 


inquiry ¢ 

Do you intend to have hearings again this afternoon of this gy. 
committee ¢ 

Senator THurmonp. We do not because the Defense Appropria- 
tion bill is being considered in the Senate. I feel that the members 
of the Armed Services Committee will wish to be there during its 
consideration. We have another meeting scheduled, I believe it is 
Wednesday morning. 

Mr. Darpven. Yes, sir. 

Senator THurmonp. At 10 o’clock, at which time we will continue 
these hearings, and we will schedule additional meetings on dates to 
be announced in the event we do not finish Wednesday, which I am 
quite sure we will not. 

Senator Busu. My other question, after the Senator has had his 
turn to question these witnesses, was whether we could not hear from 
the Defense Department on this matter, sir. 

Senator THurmMonp. We have them scheduled for this morning. 
They are next. We have taken the Senators first so if any of them 
had to get through and leave they would be at liberty to do so. 

Senator Eneiz. Mr. Chairman, I am not a member of this subcom- 
mittee but I am attending these hearings because of my intense inter- 


est in this subject matter as a matter of the Armed Services Committee, : 


Senator THurmMonb. Would you like to ask a question? If you do, 
go right ahead. 

Senator Enere. If it would be permitted I would like to ask a 
question of Senator Williams and also Senator Saltonstall. 

Senator Tuurmonp. Go right ahead. 

Senator Enetz. Do either of these bills have any provision for a 
breakout procedure whereby after an article becomes standard, it 
becomes the subject of regular competitive bidding? The reason I 
ask that question is because the Select Committee on Small Business, 
of which I am a member, has been studying this matter of how to get 
more competition into this picture and help out small business, and 
I observe that one of the things they recommend in the tentative re- 
port—it has not been filed yet and it is not in final form—is that some 
kind of an arrangement be set up whereby after you get through 
negotiated competition on articles that very plainly cannot be the sub- 


ject of advertised competition, but when components of that weapons . 
system or the whole weapons system become standard enough, that | 


you have a breakout procedure. 

Now is there anything in either one of these bills that covers that 
particular feature ? 

Senator Sarronsta.u. I bow to my colleague. 

Senator WixiaMs. S. 1383 would provide for that in that as this 
product became standardized where competitive bidding would be 
feasible, then the Secretary of Defense would not be able to certify it 
on the negotiated list and it would fall into the competitive bidding 

ractice. That is the whole purpose of it, to make it that he must do 
it. Now until such time as it would be practical to do it, there are still 
under our bill as we aimed the law adequate provisions where the 
Secretary could continue to negotiate as long as it was necessary. 
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But once these products become standardized, competitive bids 
would be practical, I think that under our system of government they 
should be advertised and awarded on a competitive basis. 

Senator SALTONSTALL. My answer is “Yes,” I agree that there should 
be such a provision; and J] think in the operational system section, 
subsection (f) (1), lines 21-24 on page 23 of the Committee Print, 
which reads “(1) there will be such degree of standardization of 
facilities and equipments comprising operational systems as is neces- 
sary to satisfy logistic support and training requirements of the mili- 
tary departments ;” we have touched this problem. It may be this 
should be strengthened. I would hope that before this subcommittee 
reports, it would put in the legislation a provision to accomplish the 
purpose described by Senator Engle. 

Senator Eneir. May I ask one further question, Mr. Chairman? 
I listened with great interest to General Taylor on a television pro- 
gram yesterday. He was on “Meet the Press.” He made the state- 
ment that there has not been any real review of our procurement 
since 1953, and that the basic fault in it is that we don’t procure by 
function or for missions. 

For instance, procurement is not set up in the Defense Department 
to put all procurement with reference say to our atomic retaliatory 
striking force in one area, so that you can determine what you have, 
or for say continental defense. Now I am not sure that this bill is 
the place to get at that. What he said was that we simply don’t know 
what we have, and that was a shocking statement to me. And asa 
consequence we have all sorts of overlapping. But it seems to me if 
we are going to do the job, that we ought to try to amend that partic- 
ular fault in this legislation if this is the place to do it. 

I would like to have the comment of both Senator Saltonstall and 
Senator Williams on that. 

Senator SauronstaLu. Mr. Chairman, Senator Engle, I am not sure 
that this bill is the place to do that, but I am concerned with that 
just like you and every other member of the Armed Services Com- 
mittee. 

I might answer your question in this way. Say the armed services 
are going to spend over 5 or 6 years approximately $40 billion a year, 
and perhaps they will have to spend more. You have got “Personnel” 
about the same running across in a steady line and “Operation and 
maintenance” running across on approximately a steady line—each 
taking up parts of that $40 billion. “Personnel” probably $10 billion; 
“Operation and maintenance” say another $10 billion. Then you have 
“Miscellaneous.” In addition you have “Procurement.” Now the 
procurement of strategic weapons is steadily rising in dollar volume, 
and that means that the dollar volume to buy conventional weapons 
will go down, assuming a budget limit of $40 billion or only a little 
more. 

The great problem as I see it, one of the great problems that we 
have, is to adjust those four items within a total of say $40 billion or 
$45 billion, whatever you want to call it. You can’t change “Person- 
nel” much. You can’t change O. & M. much. 

So you have got to change “Procurement.” Now the great problem 
of changing “Procurement” is to change it by functions just as you 
say, and divide it between strategic and conventional weapons. 
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That is a great problem. I don’t think it can be done in this bij], 
I hope it will not be attempted because I don’t think it is a question 
of procurement procedure. I think it is a question of authorization 
ae appropriation. It is a question of what we should procure, not 
how we should procure it. Should we have Polaris, Thor, and Jupiter 
or should we have just one of them ? 

And in the same way should we go forward with Atlas and Titan 
and the development of Minuteman or should we have just one of 
them ? 

Those are questions of adjusting the amount we spend in procure- 
ment by function. 

Senator THurmonp. Are there any questions on the part of the 
members of the subcommittee ? 

Senator Engle, do you have any questions? 

Senator Eneir. No, not unless Senator Williams wants to comment 
on this last point. 

Senator Wit1ams. No. I am in complete agreement with Senator 
Saltonstall that.this is a problem that should be dealt with but S. 1383 
does not deal with it. I know the bill which I have introduced does 
not. 

Senator THurmonp. Our next witness is the distinguished Senator 
from New York, Senator Javits. 

Senator, we will be glad to hear from you at this time. 


STATEMENT OF HON. JACOB K. JAVITS, U.S. SENATOR FROM THE 
STATE OF NEW YORK 


Senator Javirs. Thank you, Mr. Chairman. I apologize for being 
late but I was testifying before the Senate Foreign Relations Com- 
mittee. ; 

Mr. Chairman, I shall endeavor to be as brief as possible. With 
U.S. spending for national security expected to total $45.8 billion this 
year and more than $1 out of every $4 in the U.S. budget to be paid 
out to private industry for defense supplies and services, procurement 
policies and defense contract awards are of enormous importance to 
every major industrial region of the United States. 

There are seven such regions in my own State of New York. Natu- 
rally every member of the New York congressional delegation is con- 
cerned with the slump in the percentage of U.S. defense dollars spent 
in New York in recent years as compared with similar expenditures in 
States on the west coast. 

But we believe that New York firms have the best chance to increase 
their share of defense dollars fastest themselves by improving their 
competitive position and by having a chance to compete. 

This means dynamic cooperation at all levels between plant man- 
agement, labor, engineering, and procurement officials. Also favor- 
able action on S. 1875, the Armed Services Competitive Procurement 
Act of 1959 will help in our view by giving a statutory basis to the 
requirement that competitive procurement practices must, to the full- 
est extent practicable, be a positive factor in awarding defense 
contracts. 

However, our effort to secure a fair share of defense business for 
New York, which we feel it rates in the national interest, is in no 
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sense an attempt to “force feed” defense industries in our State, or in 
any other. 

Rather, an examination of the specific provisions of S. 1875 reveals 
that it is meant to increase the opportunity for qualified industries in 
every State—whether they be in New York, Michigan, Texas, or Cal- 
jfornia—to compete for contracts which, in any event, require the most 
efficient and economic performance in the interest of our national 
security. The Armed Services Competitive Procurement Act of 1959 
would, insummary, segues my the following: 

(1) Spell out as firm policy that the utilization of open, competitive 
bidding methods, as consistent with our national security needs, is 
the Government’s and the public’s best guarantee of economical, effi- 
cient purchasing of goods and services by defense agencies ; 

(2) Provide that where our national security requires that open 
bidding be replaced by negotiation, such negotiation shall be of a 
competitive nature to the maximum degree possible and should involve 
two or more concerns; and 

(3) Include among those factors already giving prime considera- 
tion by the armed services in awarding business under the set-aside 

rogram that a fair proportion of purchases be placed with (a) small 

usiness concerns, (b) concerns located in areas of substantial labor 

surplus, and (c) eligible suppliers who have received the smallest 
share of business as well as being in different geographical areas of 
the Nation. 

Those are the chief objectives which the Armed Services Procure- 
ment Act of 1959, S. 1875, would seek to accomplish. Only $3.5 billion 
out of total defense procurement orders valued at $23.8 billion—less 
than 15 percent—is presently placed through formally advertised, 
9 bids; the proportion of negotiated contracts seems unusually 

igh. 

he progress of defense procurement is likely to mean that fewer 
weapons are going to be built and fewer prime contracts are going to be 
let and the methods of procurement employed become vital questions 
for areas with large defense contract establishments. 

It is only fair to add that subcontractors also become vital under 
these conditions when it is estimated that 50 percent of prime con- 
tracts are subcontracted. 

That again is information which we have obtained. 

I would respectfully submit to the committee that the matter of 
concentration ought to be studied carefully with the aid of the De- 
fense Department and other governmental agencies. 

There is some evidence that there is too much concentration but it is 
practically an impossible burden for us to research this question. It 
certainly deserves study, however, and I hope that it will receive it at 
the hands of the committee. 

I might interject parenthetically there that the subcommittee on 
procurement of the Eenall Business Committee of which I have the 
honor of being a member is about to issue a study upon this question 
of concentration which we have been looking into and that may also 
eee to be very helpful to this committee in the work which it is 

oing. 

There is an indication that a tendency toward greater concentration 
in the execution of missile and rocket procurement orders is develop- 
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ing. The Department of Defense has published there two bulletins 
of “General Procurement Information,” one in August 1958 and the 
other in March 1959. Close study of these bulletins shows that the 
list of principal subcontractors dropped from about 159 to 147 while 
the number of prime contractors dropped from 142 to 141; for the 
Air Force, prime contractors dropped from 43 to 35, and principal 
subcontractors from 29 to 26. 

I also give the evidence of one small businessman, a man named 
Cary, who testified before the subcommittee on Government procure- 
ment. I really think, Mr. Chairman, it will be better if the findin 
of the subcommittee on Small Business are made available rather than 
to have me extrapolate as we used to say in the Army upon such data 
as I do have on this subject. 

I do think, however, that the subject of concentration is a real one, 
that it is important and that it deserves the attention of the commit- 
tee and an effort is made in my bill to deal with it. 

I might point out too, Mr. Chairman, that the bill which Senator 
Keating and I have introduced has also been introduced by every 
member in the New York delegation of the House of Representatives 
regardless of party. 

I think that is a rather important point because whatever might 
be said about New York, it has got its representation because of its 
size and its tax paying function in the country and is entitled I think 
to the regard which all of that requires. 

Whether one agrees or not it certainly should be given serious 
attention. 

A California businessman, testifying before the Subcommittee on 
Government Procurement of the Small Business Committee on April 
23, alleged that there is an increasing concentration in the production 
of missiles and rockets, owing to a tendency of prime contractors to 
keep the business for themselves and not let out as many subcontracts 
as previously. 

This should be checked further. 

Study of the lists furnished by the Department of Defense also in- 
dicates that certain concentrations in the missile and rockets field 
may have set in on an area basis. California, for instance, had in 
March 1959, 35 prime contracts and 39 principal subcontracts, while 
New York State, with a larger population, labor force and industrial 
potential, had 17 prime contracts and 12 principal subcontracts. 

The States next in order were Pennsylvania and Maryland with 12 
prime contracts and 6 principal subcontracts each. 

The concepts of an allocation for small business and for areas of 
substantial labor surplus even if confined to the Defense Department’s 
own definition “to the extent procurement objectives permit” rather 
than our definition in this bill “a fair proportion of purchases made” 
is already accepted. 

The problem of allocating purchases to “different geographical 
areas of the Nation and to eligible suppliers from whom relatively 
small proportions of procurement have been purchased” is, first, I 
emphasize, conjunctive, not disjunctive, and I interpolate here to 
point out that in some of the floor discussions of this bill it was taken 
that we were trying to impose a standard of geographical dispersal 
standing alone. 
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We do not. We seek a third standard of geographical dispersal 
where it is dispersal to eligible suppliers, and [ emphasize the word 
“eligible” from whom relatively small proportions of procurement 
have been purchased, so that it is conjunctive, not disjunctive. 

And second it is based upon the essential strategic concept of geo- 
graphical dispersal, a concept which is supported by the Defense De- 

artment Directive 5200.5 of November 17, 1955—Subject: Industrial 
Dispersal, which I hold before me now, and which points out the 
desirability and essentiality of making such dispersal and says in 
just so many words: 

Consistent with the above— 
that is the various criteria set forth in the directive— 


the objective shall be to avoid the tendency of overconcentration toward critical 
defense facilities in target areas. 

You can’t be any more specific than that. 

The important point is that what may now be procurement policy or 
found in regulations will be on so important a subject the will of 
Congress incorporated in law. 

Weare seeking an end result which will the most encourage manage- 
ment and labor in New York defense industry and other industries 
elsewhere, we are interested in New York and we say so very frankly 
and we always have from the very eginning, we are seeing an inde- 

ndent result which will the most encourage management and labor 
in New York defense industry to put their best foot forward and be- 
come the most competitive in terms of production standards, price, 
delivery time, quality and other factors inherent in competitive pro- 
curement whether by formal advertising or negotiation. 

[ wish to point out that no new or radical objective is intended in 
this legislation, but whatever may be the nature, the redrafting job 
ultimately done by the committee to encourage opportunity to com- 
pete is the primary purpose. 

I repeat that, to encourage opportunities to compete. 

We feel it our duty to say to the people of New York, labor and 
management alike: Why have we fallen behind in getting prime de- 
fense orders? Let us sharpen up our pencils and take an example 
from another State which has done better and see if we can emulate it. 

It is fair to say that our submittal to this committee is based upon 
the objective of obtaining a result rather than upon a stubborn de- 
fense of the particular means in every detail put forward in our bill. 

In closing, I would like to comment shortly on S. 1383 (Senator 
Williams’ bill) of which I am a cosponsor. The 15 Senators who 
joined in sponsoring this legislation have expressed their deep con- 
cern with the very subject to which I have already referred in respect 
of my bill—increasing competition so that every eligible company 
can have the opportunity to secure Government business on the one 
hand, and that the Government can have the benefit of the widest com- 
petition and its benefits to the procurement dollar and to the Amer- 
ican defense effort and economy on the other. I commend to the com- 
mittee this important purpose for its consideration. 

Mr. Chairman, I close by pointing out that we are interested in an 
end result, and that is the point which we press upon the committee, 
that the committee itself ascertain whether a better end result for 
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the whole American defense picture may not be gotten by encourag. 

ing more competition, which I gather is the end purpose of the Sal 

Tere - ee bill, and our bill. ” 
nd I emphasize that it is the objective which we pi 

committee with all of our Sukvistion, and that is er pes a 

most, rather than the detailed means which might be incorporated i. 

each of these three bills. " 

Senator Tuurmonp. Senator, let me ask you this question. Do you 
favor the Government awarding contracts to the lowest bidder in 
order to save the Government the most money ? ’ 

Senator Javits. I do. May I point out, Mr. Chairman, in respect 
of that answer that all of these bills incorporate what I consider to be 
a very intelligent approach by the Defense Department, that all set. 
asides are based upon the accepted bid price, and that is the only thin 
that we contemplate. No matter what standards of set-asides ho 
may take for small business in labor surplus areas, and whether or 
not you adopt this other criterion of geographic dispersal, it always 
is based upon the accepted price which the Defense Department has 
taken, and no set-aside that we contemplate, no order that we con- 
template to anybody should be in excess of that price. Now I want 
to get that very clear, because there has been some argument about it. 
We are not looking for any subsidies to any defense contractor, no 
matter where located, in terms of a better price break. 

Senator Tuurmonp. You would favor the Government awarding 
contracts to the lowest responsible contractor as I understand i 
without regard to areas of substantial labor surplus, wouldn’t you! 
Or do you? 

Senator Javits. Today our practice is to award, based upon, as I 
understand it, price and responsibility and the view of the Govern- 
ment department on whether the kind of performance which it re- 
quires is likely. 

I get plenty of complaints in my office about bids that don’t 
to the lowest bidder, and I might say in many cases I agree with the 
Government. So that I don’t think we can take that as an absolute 
standard. 

We can say that it should be awarded at the lowest price to the 
responsible bidder who has, in the view of the procurement authori- 
ties, the greatest likelihood of producing, which is what they do now, 
and that set-asides for small business, labor surplus areas, or if you set 
our bill geographical dispersal, shall be only at the comparable figure, 
and at no higher figure at which the Government is already making 
its procurement. 

I might refer in that regard to Defense Manpower Policy No. 4, 
amendment No. 1, dated July 27, 1955, dealing specifically with set- 
asides in areas of labor surplus which makes that very clear, as the 
Government’s policy. 

Senator THurmMonp. Suppose you had two bids coming in to the 
Government, one from an area which had a labor surplus which sub- 
mitted a higher bid, another from an area coming in from another 
section that submitted the lower bid. 

Under your interpretation which should receive the contract, the 
area with the labor surplus or the lowest bid that would give the Gov- 
ernment the most saving? 
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Senator Javits. Mr. Chairman, that should not be the criterion in 
awarding the contract. The contract should be awarded on the basis 
of price and responsibility of the bidder and capability to produce 

item. 
ys wall THurmonpD. I am assuming, Senator, that both contractors 
are responsible. Both can do the job. The only thing is that one 
contractor resides in an area where there is a labor surplus and the 
other does not. , 

Now, do you want the Government to give the job to the contractor 
residing in the area with the labor surplus where it would cost more, 
or give it to the responsible contractor in another area who is the 
lowest bidder and would save the Government the most money ? 

Senator Javits. What I want the Government to do is to give the 
contract to the lowest bidder that will save the Government the most 
money and to set aside a part of the contract to go to the fellows in 
the labor surplus area at the same price. That is what I understand 
is present practice. 

Senator THurRMoND. Then let me ask you this: If you are going to 
give part of the contract to the fellow who is not the lowest bidder, 
then what incentive is there to a man to bid low in another section ? 

Senator Javits. He gets the prime contract and he makes off with 
most of the business, as he should. No one is complaining about that. 

Senator THuRMOND. But you are going to force him to share it. 

Senator Javits. I am not forcing him. I am forcing the procure- 
ment authorities in the national interest to share. 

Senator THurmonpD. I understand, but I say you are taking away 
from him part of his bid, which may be low. I am just trying to get 
your thinking. 

Senator Javits. I understand, Mr. Chairman, and I am giving you 
my thinking. 

Senator THurmonp. There is a difference in philosophy there among 
a great many people. Some people say we ought to give it to areas 
with a labor surplus even though it is not low. 

They frankly say that is their position. Others say let’s protect 
the Government, give it to the lowest bidder whether there is a labor 
surplus there or not. I just wonder which position you follow. 

nator Javits. I am a middle of the roader, Mr. Chairman. I 
say award it to the lowest bidder but make a set-aside for the labor 
surplus area, for the small businessman and we put forward this idea 
of geographical dispersal as well. 

nator Eneie. But at the contract price? 

Senator Javirs. At the contract price. 

Senator Tuurmonp. Now do you favor doing that regardless of 
whether they are in different geographical areas of the Nation? Sup- 
pose one geographical area was a low bidder and maybe had some 
labor surplus too and another area had a labor surplus that was not 
the low bidder. 

In other words, is it your idea that these contracts should be 
awarded to different sections of the country irrespective of low 
bidders ? 

Senator Javirs. No, I take the same position on that, that where one 
section of the country has been under procured from, then consistent 
with the first two objectives of a set-aside for small business and a 
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set-aside for a labor surplus area and at the same terms and condition 
there should also be an effort to bring some business to that neglected 
geographical area on the ground that if it will qualify under the 
directive on dispersal of defense procurement. In short, I apply the 
same principle exactly for that, to give the business to the prime cop. 
tractor who gives you the bid you want to accept. Then you deal 
with the question of set-asides to small business, to labor surplus areas 
and the third priority on set-asides, to areas where you have the 
benefit of geographic dispersal. ; 

_ But again without invading your contract price theory, and without 
invading the set-asides on the first two categories. 

Senator Busu. In effect then—Mr. Chairman, just to make that 
clear to my mind—your proposition would be to give the manufac. 
turing organization in the surplus labor area always an opportunity 
to meet the low bidder ? 

Senator Javirs. Exactly right, to an extent of an allocation, and] 
have pointed out, Mr. Chairman, and I think it is rather important, 
because now I am talking as a lawyer and we are dealing with a 
statute, that the Defense Department—I analyzed its report very care- 
fully—works out its set-asides on the following standard: 

“To the extent procurement objectives permit.” It gives them 
pretty much a complete discretion. Now the standard in our bill is 
“A fair proportion of purchases made,” which in a sense allows other 
judgments to enter into the strict judgment of the procurement au- 
thorities. I think, if I may say so, Mr. Chairman, than an effort to 
work out a definition—it does not have to be ours—I think would be 
a very fruitful area for this committee to consider. What should be 
the standard? The criterion upon which these set-asides, even those 
you have now—you have two set-aside programs now—are made! 

I think that the standard of the Defense Department leaves some- 
thing to be desired in terms of statutory language. 

Senator THurmonpb. Senator Cannon ? 

Senator Cannon. No questions. 

Senator Tuurmonp. Senator Bush ? 

Senator Busu. I was just going to ask one more question apropos 
of my other question, as to whether you think that giving the surplus 
labor area always the opportunity to meet the low bid, what effect 
would that have on the bidding ? 


I was just wondering whether it would tend to militate against the 


Government getting the best bid possible from manufacturers gen- 
erally. 

Senator Javits. I don’t think so, Senator Bush. As the matter 
stands now, what they are practically doing is when they put out their 
invitations to bid, they provide then and there, as I understand their 
practice, for the set-aside, and they are inviting the bid only let us 
say upon 80 percent, 70 percent, 90 percent of what they expect to 
procure. Then when they get the standard established in terms and 
in performance on that bid, they are not taking anything away from 
the fellow who has made the bid. ‘ 

He gets the full thing for which he bid, that is the full order for 
which he bid. 

But they have not asked him to bid on the total procurement. They 
then have a percentage still remaining of procurement which they can 
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lace under these set-aside programs. That as I understand it is the 
way they operate, and I think it sounds to me like an intelligent and 
fair way. ; 

Senator Busu. That might work as to standard items so to speak. 

Senator Javits. Yes. 

Senator Busu. Particularly ? 

Senator Javits. It can work on other items too, because once they 
establish through the bidding procedure the quality standards and 
delivery terms and price et cetera, even of a unique item, they have 
set a pattern. Now it is true as the chairman says that contractor A, 
let us say these highly successful missile and rocket contractors in 
Senator Engle’s State to whom I pay all of the credit in the world, 
let us assume that they have established the pattern. They have done 
the work and they have really established the pattern. 

But the point is that they are getting the major part of the pro- 
curement anyhow. Nobody is arguing about that, and I am not argu- 
ing about it. I mean no one wants to penalize efficiency. I would 
just like to come up to it if we could in my own State. 

I suppose, Senator Bush, you would too. 

Senator BusH. What you are talking about is very important to 
my State too. 

Senator THurmoND. Do you have any additional questions? 

Senator Busu. No, sir. 

Senator THurRMoNpD. Senator Engle, would you like to propound 
some questions to the witness ? 

Senator Ener. Just one question. On page 37 of this Committee 
Print appears the statement made by the Department of Defense in 
which the Department of Defense says: 

As drawn, the bill would unquestionably either increase the taxpayers’ burden 
or diminish the procurement dollar for national defense, neither of which is 
desirable. 

That is in the conclusion. Do you have any comment on that, sir? 

Senator Javrrs. Yes, I do. I think the reason that the Department 
of Defense said what it did, and I read its report very carefully, was 
under two misconceptions which are inherent in the report, and I invite 
my colleague to bal the report carefully upon that ground. 

One, they took the statement which I said was in the conjunctive to 
be in the disjunctive. In other words, that we are to have a geograph- 
ical set-aside without relationship to underprocurement in certain 
areas of the country. 

And two, they did not give me credit for the price equation which 
I have testified to here this morning. The bill was silent on it, and 
therefore, I can’t quarrel with them asa lawyer. But it is a fact that 
the intention of the bill, and I state that authoritatively of record, is 
that such set-asides shall not be at prices other than the prices at which 
the award has been made, just as is the present practice on set-aside. 
Therefore, I state that the conclusion which the Defense Department, 
which the General Counsel of the Defense Department came to in his 
opinion, was made upon rather a didactic reading of this bill without 
asking any questions about it. 

Senator Encix. May I ask one further question ? 

As T listened to Senator Saltonstall this morning, and you were not 
here at the time, Senator Javits. 

43452596 
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Senator Javits. I’m sorry. 

Senator Enexe. He stated the purpose of his legislation as hay; 
the objective of cutting back the leadtime. He was disturbed by the 
fact that the Russians seem to be able to get things off the drawi 
board and into service faster than we can. He felt that our procure. 
ment procedures were partially responsible because of all the monkey 
business and redtape you have to go through to get these contraetg 
finally awarded. Now how can you reconcile your bill with that ob. 
jective where you put on three different conditions that may conceiy- 
ably change the nature of the contract when finally executed ? 

— of them is small business, another is surplus plant and labor 
areas, and the other is dispersal. Now instead of going in the diree- 
tion that Senator Saltonstall is speaking of, won’t these mandatory 
requirements actually boil the case up further and cause more redta 
more reviews by people down in the Defense Department, and there 
not move in the direction of speeding up the process but rather slow 
it down ? 

Senator Javits. I would say to the Senator that I do not believe that 
in any way it will slow it down. I believe that the procedures which 
will speed it up are procedures quite different from these we are talk- 
ing about, which are working quite well in respect of the two types of 
set-asides that they have now. 

We think that the amounts being set aside may be inadequate, but 
still they are operating under them now, and it will involve in my view 
no further redtape. As I pointed out already, they only seek a bid 
on the major proportion of the contract, leaving themselves the op- 
portunity to place the set-asides. 

On the other hand, the advantages of geographical dispersal in 
this atomic age in my opinion are very great and should be realized, 
and finally I would like to point out to the Senator that the problems 
of leadtime in procurement from the analyses which I have seen on 
the subject in the delays up to the point which they are asking for 
bids in the multiplicity and proliferation of committees which have 
to consider every procurement item, in the extent of the testing and 
the various boards to which they have to go, and the leadtime appar- 
ently comes into that particular area of difficulty rather than the 
area of difficulty which arises once they are actually ready to place 
contracts. 

Senator Enete. If you had a contract coming up, who would make 
the various boards to which they have to go, and the leadtime appar- 
the decision with respect to these set-asides in each of these three 
categories? 

Senator Javits. Thesame people making them now. The only thing 
that we propose to do by any piece of legislation in procurement is 
to establish criteria, nothing else. 

You can’t possibly do anything else. 

Senator Eneir. My theory is you would have more committees, 
more huddles, more redtape, more decisionmaking, and, finally, the 
case would get booted up to the top because perhaps of political pres- 
sures to award set-asides that were not made or not contemplated. 

Senator Javits. Senator Engle, I respectfully submit that the 
analyses which have been made of the leadtime problems have in no 
case involved, so far as I know, and I am certainly subjct to correction, 
problems of set-asides now being made. 


the 


re- 
cey 


ob- 


iv. 


lat 
ch 
lk. 
of 


ut 
ow 


id 


MILITARY PROCUREMENT 77 


In view of that fact, I think the evidence is on the side there for 
that it does not represent an added delay to procurement procedure. 
They are doing it right now. 

Senator Enexe. Thank you very much, Mr. Chairman. 

Senator THuRMOND. We are glad to have you with us, Senator 
Javits, and I am sure that your testimony will contribute to the sub- 
committee’s enlightenment. 

Senator Javirs. Thank you very much. We expect to offer to the 
committee some industrial witnesses from my State, and work it out 
with the staff, who will testify to our proposition. Thank you, sir. 

Senator THuRMOND. Our next witness is Hon. Perkins McGuire, 
Assistant Secretary of Defense for Supply and Logistics. 

Mr. McGuire, will you come around ? 

You may proceed. 


STATEMENT OF HON. PERKINS McGUIRE, ASSISTANT SECRETARY 
OF DEFENSE (SUPPLY AND LOGISTICS) ; ACCOMPANIED BY MAJ. 
GEN. WILLIAM T. THURMAN, AFMDC; J. PHELAN, OSD, S. & L.; 
AND COMDR. J. M. MALLOY, OSD, S. & L. 


Mr. McGuire. Mr. Chairman and members of the committee, I 
appreciate the opportunity to appear before this committee in response 
to your invitation to discuss Senate bills 500, 1883 and 1875, introduced 
respectively by Senators Saltonstall, Williams, and Javits. 

ecause all of these bills would amend the Armed Services Pro- 
curement Act (ch. 137 of title 10, United States Code) particularly 
with reference to the negotiation of contracts, I think it worthwhile 
at the outset to discuss briefly our procurement policies and procedures 
in this area. 

I have with me Mr. Phelan and Commander Malloy, of my staff, 
and Major General Thurman, of the Air Force. After we have pre- 
sented our prepared statements, I think that we will be able to answer 
7 questions which you may have. 

he general framework of the act provides that purchases shall 
be made by formal advertising, unless certain specific factors apply, 
in which case negotiation is authorized. 

Formal advertising is not new. Its basic principles haven’t changed 
much over the last 100 years. Under it, sealed bids are solicited from 
the general public under prescribed procedures, opened publicly, and 
an award made to the responsible bidder submitting the lowest respon- 
sive bid, without any further discussion. A vast body of rather inflex- 
ible rules have grown around this procurement method. Its formality 
and inflexibility generally limit its application to construction and 
commercial-type items. 

en properly used, formal advertising is very effective. When 
the criteria essential for its use are present, it is perhaps the best way 
to —— on the competitive forces in the market. 

at are these criteria? The need for specifications that are firm 
and sufficiently detailed to permit all bidders to submit bids on a com- 
mon basis, is, perhaps, the most exacting of these criteria. 

The rapidly changing designs and improvements required by the 
military forces for our present-day type of highly specialized military 
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equipment usually preclude the establishment of static specifications 
needed for formal advertising. 

Additionally, several sources must be willing to bid, sufficient time 
must be available, and award must be able to be made solely on the 
basis of price. 

I will come back to this matter of price competition a little later on 
to show that we use other types of competition in addition to price on 
a broad scale. 

When these criteria are absent, the use of formal advertising would 
be a misuse of an otherwise excellent technique. 

Negotiation on the other hand is any method of procurement other 
than formal advertising as provided in the Armed Services Procure. 
ment Act. Included in this category are small purchases under $2,500, 
It also includes research and development and is the method used for 
the procurement of missiles. It differs from formal advertising in 
that discussions with potential suppliers may take place after receipt 
of the initial proposals. 

It allows for the normal business practice of buyer and seller dis- 
cussing and agréeing on all the variables and complexities involved in 
the purchase of the item which is often of a highly specialized or 
technical nature. 

There is an impression that the use of negotiation means the absence 
of competition. It must be emphasized that under our regulations, 
procurement by negotiation does not remove the requirement for com- 
petition to the maximum practicable extent. 

In negotiation, proposals are solicited from such qualified sources 
as are deemed necessary to insure effective competition. This assures 
a basis for the evaluation of price and other factors. The securing 
of competition is real, and it is done whenever it is practicable. 

In fact the people who know our buying best sometimes criticize it 
because they feel we use competition too early in the development of 
a new item, and because they believe we too often take advantage of 
the lowest price quoted even at the risk of dealing with unproven 
suppliers. Considering the fact that the Department of Defense han- 
dles over 5 million purchase transactions each year, it is inevitable 
that some errors of judgment will be made in spite of our best efforts 
to prevent them. 

To put this matter of negotiation in clear perspective, I would like 
to give you a few figures. During fiscal year 1958, there were over 
5 million procurement transactions in the Department of Defense. 

About 4 million of these actions were with business firms for work 
in the United States. This U.S. total consisted of 273,811 formally 
advertised actions or 6.9 percent of the total, and 3,712,842 negotiated 
actions or 93.1 percent of the total. 

Now let’s break down this 93.1 percent which was negotiated; 87.5 
percent of it consisted of small purchases of $2,500 or less, for which 
negotiation is authorized by law in order to save administrative costs. 

To put it another way, of the total number of procurement actions 
within the United States in fiscal year 1958, 6.9 percent were formally 
advertised, 11.7 percent were negotiated contracts over $2,500 and the 
vast bulk of the transactions, 81.4 percent were small purchases of 
$2,500 or less. I believe this figure of 11.7 percent places the number 
of truly negotiated procurements in proper perspective. 
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I would also like to add, Mr. Chairman, that I consider the figure 
of $2,500 an impractical business figure, and I would seriously recom- 
mend consideration that this figure, if anything is done to this act, be 
raised to a figure of about $10,000, which would be a practical business 
figure in doing this type of thing. a ig 

In my business, the retail business, we would not think of this kind 
of cross-checking on a buyer buying merchandise. 

In terms of dollar value, 85.7 percent of our contracts with business 
firms in the United States during fiscal year 1958 were the negotiated 
type. During the past several years this figure has remained fairly 
constant. The reason for this seemingly high percentage lies in the 
fact that a great percentage of our procurement dollar is spent for 
highly technical equipment which we are acquiring today to support 
our military operations. 

For example, 59 percent of all of the dollars we placed with U.S. 
business firms during fiscal year 1958 were for aircraft, missiles, elec- 
tronics, and ships. In addition, our contracts for personal or pro- 
fessional services, for experimental, developmental, or research work, 
and classified purchases must necessarily be of the negotiated type. 

Complicated and constantly changing complex equipments cannot 
be purchased by formal advertising. What we must have in this area 
is the technical concept offering the design most likely to achieve oper- 
ational requirements in the shortest possible time. 

Senator TuurmMoNnpD. We will have to suspend for a few minutes. 
We have got a live quorum; we will go over and come back as quickly 
as we can. 

(Short recess. ) 

Senator TrrurmMonpb. The subcommittee will continue. Mr. Secre- 
tary, you may proceed. 

Mr. McGuree. To attempt to draft specifications sufficiently de- 
tailed for all bidders to submit bids on a common basis, which formal 
advertising requires, would defeat our whole purpose. 

Rather than pushing the art and design of weaponry beyond the 
frontiers of present knowledge and capability, we would be contracting 
today for delivery tomorrow of equipments which would then be obso- 
lete. We must negotiate in this area. 

And we do get competition in these vital programs. Not the purely 
mechanical competition of “who has the lowest price” as in formal 
advertising, but a competition that is just as real, just as intense, and 
just as effective. All competent sources are requested to participate. 
The best brains these companies have in science, in technology, in 
development, in management, and in production are concentrated on 
the question how to convert this military requirement into an opera- 
tional weapon in the shortest possible time. 

I might say as an aside that we quickly hear about the few instances 
where a company gets left out. As you can well imagine, these com- 
panies are alert to the situation and they would not sit still for a 
minute if they were overlooked. 

The effort that goes into these proposals is tremendous. Equally 
so is the effort on the Government’s part in evaluating these proposals 
and in selecting the contractor. 

In many of these major programs, the contractors selected acquire 
engineering and production experience that would be extremely costly, 
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both in dollars and time, to duplicate. In these instances, as a praeti- 
cal matter we are committed to a particular contractor or group of 
contractors for the duration of these major programs. 

As these programs progress, these overriding considerations neceggj- 
tate placing follow-on contracts with initial sources. It is for this 
very reason then, that many of our large contracts are listed as being 
placed with a single source. 

I think that you would agree that if the Congress were to decide that 
we needed 50 additional B-52 bombers, it would not make sense to go 
to any other source than Boeing. The expense of tooling another 
company, not to mention the time element, would be prohibitive. 

In view of the intense competition generated in the initial selection, 
I am sure you will agree that only in a technical sense can these pro- 
curements be termed “sole source.” 

This brings me to the three pending bills. A Department of Defense 
report on each bill has been filed with this committee. (See pp. 5, 
18, and 24.) These reports, which I endorse, contain detailed com- 
ments on each*section of the bills. Since these reports are in the 
record, I will not repeat them. However, I do want to give you our 
views on the major points in each bill. 
= oe: There are a number of provisions in S. 500 that would be 

elpful. 

The elimination of administrative decisions presently required for 
use of incentive-type contracts and for cost-reimbursement type con- 
tracts for research and development, the authority to delegate the 
power to make certain decisions now required to be made at the secre- 
tarial level, the authority to restrict formal advertising to small busi- 
ness concerns, and the statutory recognition of competitive negotia- 
tion are desirable. 

One particular provision, however, causes me considerable concern— 
section 7, dealing with operational systems. The wisdom of empha- 
sizing or preferring centralization of internal departmental a 
ment of a weapon system in a single person with all responsibility for 
planning, budgeting, research, design, development, and acquisition, 
and contracting with one company for the procurement of the entire 
system, as the bill does, is, at least, highly questionable. Just as it 
would be a dangerous risk to freeze the design and development of a 
weapon and foreclose continued improvement in the state of the art, 
so would it be to freeze the weapon system concept or to limit its free 
use by unjustifiable preference of one method over all others. 

The fact of the matter is that the weapon system concept is still in the 
process of evolution. No single technique, either of internal manage- 
ment or of procurement, precisely fits every weapon. The nature of 
the item, the state of the art, in-house or contractor capability, and the 
degree of military urgency, vary from weapon to weapon. 

The success of the weapon system method up to now lies in its flexi- 
bility—being able to adjust the management and procurement tech- 
niques to fit the particular and changing circumstances of each new 
weapon system. 

To achieve the bill’s purpose of reducing leadtime, I think the 
maximum flexibility which we have now must be continued. 

If the revisions suggested in the detailed report filed by the Depart- 
ment were adopted, the Department of Defense would not object to 
the enactment of the bill. 
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Next is S. 1383. 

The purpose of S. 1383 is to require the use of competitive bidding 
to the greatest practicable extent by the establishment by the Secre- 
tary of Defense of specific standards for the use of negotiated con- 
tracts. Frankly, I do not see the necessity for these provisions. The 
Armed Services Procurement Regulation (sec. III) contains com- 

rehensive instructions, to be applied uniformly by the military 
Fepartments, outlining criteria, standards and conditions pertaining 
to the negotiation of contracts under each of the 17 exceptions in 
section 2304(a). 

As I have already pointed out, effective provision is also made for 
the use of competition to the maximum practicable extent, whether 
the procurement is to be effected by formal advertising or by nego- 
tiation. 

Another provision requiring certain reports to be made to the Attor- 
ney General would impose a heavy administrative burden on both the 
Department of Defense and the Department of Justice. 

n view of the present requirement of the law and additional 
requirements which we have incorporated in our regulations, this 
provision also seems unnecessary. 

Next is S. 1875. 

In S. 1875 also, as in S. 1883, there are numerous provisions which 
reflect present policies and procedures within the Department of 
Defense. I refer to the declarations of policy in sections 2(a) and 
2(b) and to the procedures for formal advertising and negotiation. 
Of course, we have no objection to these provisions, but again I do not 
think they are necessary. 

I am deeply concerned, however, with the policy statement that 
defense procurement should “maintain the economy of each section 
of the country” and that our procurement may be allocated “to differ- 
ent geographic areas of the Nation and to eligible suppliers from 
whom relatively smaller proportions of procurement have been pur- 
chased” when such allocation is considered to have “strategic and 
economic desirability.” 

The same concept is found in another section of the bill which 
provides that formal advertising may be restricted to concerns in a 
specified area of the Nation unless the agency head determines that 
such restriction would be inconsistent with the national interest. 

The problems of economic dislocations are a matter of real concern 
to me personally, as I am sure they are to each of you. But my 
responsibility as an official of the Defense Department is with 
national defense. I have to be completely honest about this. I am 
afraid that legislation of this type could reduce the awarding of 
defense contracts to a struggle among regional or economic groups, 
with great harm to the national defense and to the public interest. 

A supplier’s technical capability to produce a complex weapon must 
not be subordinated to his geographic location. Allocations of con- 
tracts based either on geography, or “to eligible suppliers from whom 
relatively smaller proportions of procurement have been purchased,” 
are, to my way of thinking, completely inconsistent with the concept 
that our defense contracts should be competitively awarded, to the 
maximum practical extent, to competent suppliers, at the least possible 
cost to the taxpayer. 
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In fact, it is contrary to the policy statement in section 2(a) of this 
very bill which calls for procurement methods which will assure 
maximum competition. 

In summary, since these provisions would unquestionably increase 
the costs of and delay procurement, the Department is opposed to 
enactment of S. 1875. 

I have with me Mr. Phelan and Commander Malloy of my staff and 
Major General Thurman of the Air Force. Commander Malloy and 
General Thurman have supplementary statements which I believe 
would be appropriate to present at this time. 

Senator THurmonp. Senator Bush, do you have some questions? 

Senator Busu. Just one, Mr. Chairman. I see, Mr. Secretary, that 
you in concluding your observations about S. 500 say that if the reyi- 
sions suggested by the Department were adopted, you would not ob- 
ject to the enactment of this bill? 

Mr. McGuire. That is correct. 

Senator Busu. With those suggestions being incorporated do you 
think it would be helpful to pass the bill or do you just feel neutral 
about it ? 

Mr. McGuire. No. I feel this. I feel that the bill as we have sug- 
gested, and actually the intent of the bill as stated by Senator Salton- 
stall, would do much to clarify what the Defense Department is doing 
in using negotiation and further, it would clarify the weapons system 
concept. 

I also think that it would tend, with the suggestions that are made, 
to decrease some of the paperwork that we are involved with. So in 
balance I think that with our recommendations it would be a healthy 
thing to pass the bill. 

Senator Busu. Allright. Now on Senate bill S. 1383 I am not quite 
clear what your conclusion is on that. That is the Williams bill. 

Mr. McGutre. We do not favor the enactment of this bill, S. 1383. 

Senator Busy. You are opposed to that? 

Mr. McGume. We think it is unnecessary and somewhat duplicative 
in that respect and are prepared to go into further detail on that. 

Senator Busu. That is all I have until I hear the other witnesses, 
Mr. Chairman. 

Senator Tuurmonp. Let me clarify this a little bit. As to S. 500, 
the bill by Senator Saltonstall, you would favor the passage if it is 
amended in the manner in which the Defense Department has sug- 
gested ? 

Mr. McGuire. That is correct, sir. 

Senator Tuurmonp. Or would you prefer the present system or S. 
500 as amended as suggested ? 

Mr. McGuire. Our position in that respect, Senator, is that we are 
doing most of these things. We do have some problems of understand- 
ing these things, particularly in the statistical reporting procedures. 

I think in balance that we would feel that S. 500, as we have pro- 
posed, would be a step forward in the clarification of our procurement 
policies and the intent of Congress in this field. 

Have I answered your question satisfactorily, sir, and clearly? 

Senator THurmonp. As I understand it, you would also favor S. 
500. 


to. d ct & 


mao 2 © 


his 
ure 


und 
ind 


hat 
Vi- 


ob- 


you 


is 
ug- 


are 
nd- 
Tr0- 
ent 


MILITARY PROCUREMENT 83 


Mr. McGutre. Yes. We would have no objection. As a matter of 
fact in balance we would favor it. 

Senator THurMonpD. In other words, you would prefer that it be 
passed. 

Mr. McGutre. Yes. 

Senator Busu. With those amendments ? 

Senator THurmMonp. Now S. 1383, the Williams bill, you oppose 
straight out, is that correct? 

Mr. McGuire. Yes, sir. 

Senator THurmonp. And S. 1875 you oppose ? 

Mr. McGuire. That is correct, sir. 

Senator THurMoND. Now this statement I read a few moments ago 
with regard to S. 500. 

Mr. McGurre. Would you mind telling me what page you are on? 

Senator THurmonp. This is on page 6, the middle column, begin- 
ning about the middle of the first paragraph : 

It is viewed by the Department of Defense that as the proposed amended sec- 
tion reads and in the light of analysis statement that competitive negotiation 
is intended to be alternative to formal advertising, the effect of section 3 would 
be to authorize competitive negotiation in cases where formal advertising has 
heretofore been used. 

I want toask youthis. Do you think it is wise to substitute competi- 
tive negotiation for formal advertising as now used ? 

Has formal advertising as now used handicapped the Defense 
Department ? 

Mr. McGuire. No. 

Senator TuHurmonp. And if so, why would you prefer the change? 

Mr. McGoumee. I think we are referring here, Senator—and Com- 
mander Malloy may want to amplify this a little further—to that 
fringe area where possibly we could do it quicker or better by the pro- 
cess of competitive negotiation, and our people bend over backward 
to go through the steps of the formal advertising procedure. 

Would you care to elaborate on that, Commander ? 

Commander Matxoy. Yes, sir, Mr. Chairman; the material that you 
are quoting is from our section-by-section report on the bill. 

In this type of report, of course, we have to be very technical in our 
analysis. The statement here is a statement which is technically cor- 
rect in terms of the exact language of the bill. 

The effect of it would be that we would continue to use formal 
advertising for those commodities which lend themselves strictly to 
this kind of buying. 

Now there are some areas where formal advertising is used today 
where we really strain to use this type of procurement as we strain to 
do our utmost to comply with the present law. Now undoubtedly 
there are some situations, primarily those involving the inadequacy 
of the specifications for formal advertising, where it would be more 
appropriate to use negotiation and where S. 500 would give us the 
authority to do this. I would not think that formal advertising would 
be drastically reduced if S. 500 were passed. 

But as a technical matter I think we would have to say that there 
would probably be some reduction. 

Mr. McGuire. Would you care to comment on that, General Thur- 


man ? 
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General Tuurman. Yes; I would like to add one thing. If the 
yea are followed for competitive negotiation as outlined in the 
ill, the basic spirit of formal advertising will be achieved, and where 
we have got these fringe areas I think that it is inevitable that where 
the same end result can be achieved, the easier and sometimes quicker 
way will be selected. 
enator THuRMoND. On matters where it is necessary really to cut 
down leadtime, I believe you have been negotiating anyway, haven't 
you! 

General THurman. Yes, sir. 

Senator THurmonp. And so you are not handicapped on these mat- 
ters where time is of the essence, are you ¢ ; 

General Tuurman. I think that is a fair statement. 

Senator THurmonp. The formal advertising according to the fig- 
ures I have here have only aggregated $3,281,856,000, whereas you are 
now negotiating $20,383,942,000. In other words, under advertisin 
you are now procuring only a little over $314 billion, and under the 
17 exceptions, that is negotiation, you are now procuring about $2014 
billion; is that correct ? 

General THurman. So I understand from the figures; yes, sir. 

Senator TuHurmonp. In view of that, your great bulk of procure- 
ment is now done by negotiation and not by advertising ? 

General TourmMan. That is correct, sir. 

Senator Tuurmonp. And if this S. 500 should pass, this would re- 
duce the advertising still more, wouldn’t it ? 

General THurMAN. Yes, sir. 

Senator Tuurmonp. And enable you to negotiate still more. 

Mr. McGuire. I think we are bending over, Senator, in answering 
that. In our opinion there would be a reduction. We thought it 
would be improper to take the position that it would work to the re- 
verse and increase advertising, or that it would not have a tendency 
to slightly diminish it in these fringe areas. 

General TuurMan. It will probably be so small as to be completely 
insignificant. 

Senator Tuurmonp. I am just wondering if there are any areas, 
because we want to do what is best here of course for the national 
defense—that has got to come ahead of everything else, the security 
of the country. At the same time we want to protect the taxpayers, 
and if it is to their advantage to advertise, then we should advertise, 

I am just wondering if there are any areas in your procurement 
where you have been handicapped by virtue of being forced to ad- 
vertise. 

Is it just more convenient to do it the other way or have you really 
been handicapped and has the national security been handicapped ? 

General THurman. Let me put it this way, Senator, if I may over- 
simplify a little bit. You have got three situations in respect to this ad- 
vertising. You have got a group of instances where you clearly can 
advertise because all of the conditions that permit advertising are 
present. 

You have got, on the other hand, the great bulk of our dollars, which 
as a matter of fact you just can’t advertise because of a lot of reasons, 
Then in between you have got a fuzzy area, as Mr. McGuire pointed 
out. 
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That is relatively small. As a matter of fact, it is quite small, as 
you compare it with either this end of the spectrum or that end of the 
} i : 
aged Commander Malloy pointed out, there will be instances 
where, because we have put so much pressure on people to advertise, 
where you are in this fuzzy area they will lean over backward and 
strain everything to get it into formal advertising because of report- 
ing requirements, among other things. In those instances, there might 
be a few cases where instead of straining to get advertised competi- 
tion people would do competitive negotiation. The end result would 
be essentially the same. The difference in percentages would not be 
perceptibly a ffected, I believe. 

Senator THurmMonp. In other words, it really would not make much 
difference whether you pass this S. 500 or not. You are getting now 
under your present method of operating about the same result. 

General TuurMAN. This is true, in those areas we are getting about 
the same results by competitive negotiations as we do by formal adver- 
tising, yes, sir. We get a large number of people competing, and an 
award is made on essentially a price basis in this fuzzy area that we 
are talking about, sir. 

Senator Trrurmonp. Now the Saltonstall bill will reduce advertis- 
ingand permit more negotiation. — : 

General TuHurMaNn. Sir, technically I think that is correct. As a 
practical matter it won’t make much difference. 

Senator THurMoNnbD. It won’t make much difference. 

General THurman. In proportions. 

Senator THurMoNb. The Williams bill, though, would require more 
advertising and less negotiation, S. 1383. 

General THurman. Sir, whether it would actually produce that 
effect is, 1 think, subject to question. 

Senator TirurMoNp. I say it requires more advertising, doesn’t it? 

General THurman. It emphasizes advertising more perhaps, but 
by recognizing the necessity for negotiating as it does, I doubt seri- 
ously that it would have any substantial effect on a proportion of 
advertising. 

Mr. McGurre. May I make this observation, Senator? I think 
there is a major difference between the Williams bill and the Salton- 
stall bill in matters of philosophy. 

The so-called Saltonstall bill is directed toward recognizing the 
practical facts of life of how we have to do business today. 

The Williams bill approaches this thing a little bit in reverse as I 
see it, and puts a major emphasis on advertising. Now this is one of 
the problems we have today. The people who look at these figures, 
say 15 percent by advertising, 85 percent by negotiation, and conclude 
that the Defense Department is not living up to the law. 

We want to live up to the law. We also want to get this job done 
as efficiently and as quickly as we can. And when you start buying 
the types of equipment we are buying in the magnitudes of size, you 
are just not going to advertise them and I don’t believe the Williams 
bill will change that one iota. 

_ But it still will leave this emphasis that the only thing that is pure 
m procurement is advertising. I have been in the procurement busi- 
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ness all my life, and I can’t recall one time that I have ever advertigeg 
to buy anything. 

I have done a lot of advertising to sell in the retail business, but oyp 
corporation, the one which I was a part of, was the largest in the 
United States, and we never advertised to buy anything. 

We went into mills like Chatham Manufacturing, the blanket mil] 
or Beacon and we sat down with these people, and we knew our prod. 
uct, which I think the military know also, and we knew our problem, 
We knew what we wanted to buy and we negotiated some prices, 

I think what I am trying to convey to you is that the impression 
that advertising is the only way to do business properly is not a cor. 
rect impression. 

I don’t think it is sound and I don’t think it necessarily cures al] 
evils. 

Senator Tuurmonp. There is one statement made by the Comp. 
troller General, Mr. Campbell, and I want to read it to you and ask 
your reaction on it: 

The General Accounting Office has consistently taken the position that the 
use of competitivé bididng offers the best assurance of affording a fair and 
equal opportunity to supply the needs of our Government and of obtaining fair 
and reasonable prices. While we recognize that negotiation is both necessary 
and desirable under certain circumstances, we are in agreement with the con. 
cept as set out in this bill that procuring agencies should be required to use 
competitive bidding to the greatest practical extent. 

In view therefore and subject to the amendments and comments set out above, 
we see no objection to favorable consideration of 8S. 1383. 

That is the Williams bill. Now as I construe what you say, under 
the present procedure, under the present law you now conduct your 
operations on a competitive bidding basis but it is just not advertising, 
is that it? 

Mr. McGuire. This is one part of the problem, sir. 

Senator THurmonp. So what Mr. Campbell has to say here about 
competitive bidding is now complied with in the method in which 
you operate ? 

Mr. McGoutre. I would not want to interpret what Mr. Campbell 
means by competitive bidding, but I think that we seek in every way 
possible to use advertising bidding where it is the most economical 
and the best method of procuring our equipment, and then we have to 
go to the other areas under competitive bidding. I am not sure that 
what I am saying is inconsistent with what the Comptroller General 
has said here. I think we are both saying the same thing in different 
words. 

Senator THurmonp. I think possibly the general public may have 
confused the terms “advertising and competitive bidding” and “ne- 
gotiating,” and does not fully understand that when you don’t ad- 
vertise that you do call for competitive bidding and get the benefit 
of competitive bidding. 

Mr. McGurre. I would like to use a small example, and take these 
purchases under $2,500. Now the Armed Services Procurement Act 
says that we don’t have to advertise those, and what happens ina ger 
number of cases, I am very sure, is somebody will get on the phone 
and call up four or five known suppliers and find out what is the 
price. So we are really buying this on a price basis. 
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However, when we report that transaction, we report it as a ne- 

tiated, nonadvertised transaction. As I pointed out in my state- 
ment, the number of these types of transactions is very high. 

As I also pointed out to you, I think the amount involved is very 
low. Because the cost involved in doing this is high, it is worthwhile 
considering raising the limits of this to $10,000. 

Senator Busu. Mr. Chairman, may I ask a question there? If that 
js true, what you say about these small purchases, then that would 
very substantially change this 85 percent figure, wouldn’t it? 

Mr. McGuire. Yes. 

Senator Busu. It makes that figure suspect. 

Mr. McGutre. I think I mentioned in my statement, Senator—let 
me check it out to be sure I am repeating it here to you—we formally 
advertise 6.9 or approximately 7 percent, 11.7 were negotiated con- 
tracts over $2,500, and the vast bulk of the transactions, 81.4 percent, 
were small purchases of $2,500 or less. 

Now in order that I am not misleading the committee, Mr. Chair- 
man, I would be quick to point out to you that this does not radically 
change the dollar amounts of this thing because when you have a ne- 
gotiated contract, let’s say for a nuclear carrier, you can well under- 
stand the impact on percentages of this type of a transaction versus 
four or five thousand transactions under $2,500. 

Senator Busu. But this 81.4 percent, at the bottom of page 3, the 
vast bulk of the transactions, were small purchases of $2,500 or less, 
nevertheless while not advertised for were frequently bought on a 
competitive basis. 

Mr. McGuire. I think they are, yes. 

Senator Busu. And my point is that you don’t know how much, 
you haven’t any record of that, at least you haven’t given us one, 
so we don’t know how to modify that 81 percent. 

Mr. McGuire. We haven’t sir, and I would hope that we are not 
asked to do it because I think we would be chasing a statistical figure, 
and from a practical point of view, not gaining the Government any 
more for its dollar that we are spending. 

I think what we are seeking here, and why I kind of like the Salton- 
stall bill, is it seeks to , this kind of thing in understanding by 
the Congress, pointing out that these are ways to do business, and it 
isnot simple, let’s put it that way. 

Senator Busu. Can we assume from what you say that it is the 
general practice to ask for bids, even though you don’t advertise in 
connection with this vast number of small purchases under $2,500? 

Mr. McGume. I would rather have Commander Malloy take that. 
He has been in the procurement field. 

Commander Matxoy. Senator, our policies on small purchasing go 
somewhat like this: In procurements up to $100, we, because of the ad- 
ministrative effort involved in that kind of a procurement, tell our 
people that they will generally select a particular source, and we tell 
them to constantly be surveying the local market situation. They are 
buying from wholesalers, and we tell them, in any event, that business 
of this type will be spread around among eligible suppliers in a par- 
ticular town. Now when we buy over $100, we do tell our people to 
get competition, and we say, although we don’t make it a mandatory 
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requirement, that they should go to three people. The figure of three 
is mentioned as a pretty good normal to start with. 

Even that figure is very low in thousands and thousands of trang. 
actions where you could go from three to whatever would be an admin. 
istratively economical figure in a given case. 

But the great bulk of transactions over $100, and up to $2,500, are 
competed among a great number of sources. 

Senator Busi. But actually that is not reflected in this statement. 

Commander Matioy. No, sir, it is not. 

Senator Busu. And that is the point I want to make. 

Commander Matioy. We do not have that kind of a figure. 

Senator Busu. I want to emphasize that, Mr. Chairman, that thege 
figures—this is not a reflection on the department but from our point 
of view we can’t assume that 85 percent or 81 percent of the contracts 
have been bought without competition. We can’t assume that. We 
have to assume from what they say that a very large part of that 81 
percent or 85 percent has been bought competitively. 

Senator THurmonp. As I understand it, even where there is no 
advertising, there is competitive buying or competitive negotiation, 

Senator Busu. Yes. 

Mr. McGuire. Where it is feasible, sir. 

Senator THurmonp. How is that? 

Mr. McGurire. Where it is feasible, and competition is not always 
in the category of price per se. For example, in the buying of a 
bomber, there is competition in the design of the bomber. Once that 
is decided on, of course, then we buy the bomber. You are buying 
something here that you can’t very readily have competition on from 
the point of view of the price. 

It is a performance requirement. 

Senator THurmonp. Supposing you did not get the price you felt 
the Government ought to get to manufacture that bomber, what would 
you do? 

Mr. McGuire. I think we would have to do several things. One of 
them is we would have to first find out as to whether our contention 
as to the price was right, and we could send auditors in there to 
review this factor. Now where we are still far apart on the estimate of 
what this will cost, we would have to use a cost reimbursement or 
other flexible price type contract. 

Commander Matioy. Senator, if I might just elaborate on that a 
little bit. Trying to determine what is the right price in the kind of 
a free enterprise economy which we have is of course something thatis 
not immediately perceivable. 

The Government in a negotiation would have one price in mind. 
And of course the contractor might have another price in mind, and 
these different approaches to what is the right price are resolved in a 
bargaining process. This is the kind of economy which we have and 
this is the way in which we approach the pricing of the contract. 

Often, of course, these result in compromises on the part of the con- 
tractor as to what he thinks he should have and on our part as to what 
we, at least preliminarily, have added up as our estimate of what it 
should cost. 

Neither party, of course, knows at the beginning of the contract 
just what the price will eventually be. This is a forecasting effort, 
and one which is bargained out by the parties. 
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Senator TiuurMonp. Senator Cannon, do you have some questions? 

Senator Cannon. No. 

Mr. McGuire. I might say this, Mr. Chairman. Commander Mal- 
loy, who has charge of our Armed Forces procurement regulation 
area, it is called ASPR, has a statement following me which vill 
amplify in some detail on some of these things. One of the dangers 
of talking about an example here, let’s take the B—52, this is that it is 
a peculiar animal in itself. You would not necessarily go through the 
same procedure, let’s say, in buying a military truck which has some 
commonness. One thing has been developed. The other thing: ac- 
tually is not in existence but is quite common to something that is in 
existence. So there are many aspects of this thing which the com- 
mander and General Thurman will seek to elaborate on for the com- 
mittee when they give their statement. 

Senator Busn. Mr. Chairman, could I ask just two brief questions 
before we go on ¢ 

Mr. Secretary, if you don’t want to answer this, Commander Malloy 
might answer it. The statement is often made that small business 
concerns always fare better under formal] advertising than under 
negotiation. 

Would you comment on that ? 

Yommander Manioy. Senator, that type of a statement is very 
similar to the general statement that most of our contracts are negoti- 
ated and only a small part are formally advertised. When you look 
at it in its detail, it gets to be a much different picture, as the Secretary 
indicated in his statement. 

The same is true with respect to small business. The way we have 
approached that, and we have made an analysis of that subject, is to 
first look at the totality of our procurement. We have rather elabo- 
rate procedures whereby we isolate that part of our total procurement 
which we call the small business potential. 

In other words, obviously a small business concern cannot bid on a 
B-52 bomber. So all of the money in prime contracts of this type is 
taken out of our figures and we come down to a figure which is con- 
siderably less than our total procurement. Now, of that money that 
is in the small business potential, and this is both advertising and 
negotiated, we have some figures which indicate that, as a practical 
matter, it makes very little difference, in terms of contracts which 
small business gets, whether we use the method of procurement called 
formal advertising or whether we use the method of procurement 
known as negotiation. 

As a matter of fact, during fiscal year 1958, of the total amount that 
was awarded in the small business potential, small business received 
51.9 percent of negotiated contracts, and only 48.1 percent of formally 
advertised contracts. Now, figures in other years are roughly compa- 
rable. They indicate in fiscal year 1957 that small business received 
52.2 percent of the material in the potential which was advertised and 
47.8 percent in the negotiated potential. And the pattern is very simi- 
lar for 1956. So although there are slight variations in these figures, 
the generality that can be drawn is that the method of procurement 
which we use is not the controlling factor as to whether small business 
gets the business or not. 
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Small business share of formally advertised and negotiated prime contract awards 
in the small business potential, fiscal years 1956-58 


{Amounts in thousands] 
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Total Small business awards 
awards to Small eee 
Fiscal year U.S. busi- | business {> 1: ae 
ness firms | potential Amount | Percent of 
potential] 
LS 
1956: 1 
i Dc ELL AA LLLE ANTEE: $2, 597, 608 | $2,486,725 | $1, 560, 384 62.7 
PN atid nt hcnnnencihntbonsh doddd educa | 17,080,552 | 2,025,480 | 1, 182, 931 58.4 
i aoe 19, 678,160 | 4,512,205 | 2, 743, 315 | 60.8 
= —— —— 
1957: 
NE oa, ca sdadedie dons ceroaiecesscn 3, 320,376 | 3,206,175 | 1,973, 207 61.5 
etl an on ahha mirctinignnenghiancmanlniae 15, 812,321 | 3,043,418 | 1,809, 319 59.5 
thee idal-tmbeiadinadgnmipeinydohwneiswt il 19, 132,697 | 6,249,593 | 3, 782, 526 60.5 
i= ee — ae 
1958: 
I i a alla a cati oeeetintn einen 3,114,824 | 2,812,411 1, 794, 496 63.8 
PRIUS bot dad ids datiebinedobdadcubisaadundes Ju 18,711,916 | 3,017,419 | 1, 934, 522 64.1 
ne nainmcainin ate nape eaei earner wt wa wenmis at 21, 826,740 | 5,829,830 | 3,729,018 | 64.0 














1 Fiscal year 1956 figures represent debit actions of $10,000 or more, and include data for educational and 


nonprofit institutions. 


Figures for fiscal years 1957 and 1958 are for actions of $1 or more, are net (debits less 


credits) and exclude data for educational and nonprofit institutions. 
Source: Office of the Secretary of Defense, July 15, 1959. 


Percent of total small business prime contracts awarded by formal advertising 
and negotiation methods, fiscal years 1956-58 


{Amounts in thousands] 





Small business awards 


























Fiscal year 
Percent of 
Amount small busi- 
ness total 
1956: } 
iad bd bok dv Ginakieta saddest cima ciwondsciucatbbbondsh $1, 749, 994 50.4 
OF  nteisehiinaeaeitns dein bineineds 1, 725, 321 49.6 
i a a al a el Se Lup aaiie dnd 3, 475, 315 100.0 
1957: fT Tai 4 ee 
ee en ean abe acemeninaeaises 1, 973, 207 52,2 
I RS ae 2 Oe ca dmbbocndensosackeecucoseaseeace 1, 809, 319 47.8 
a er emnalmnlincstiietniceagmnmneipaties .| 3, 782, 526 100.0 
1958: ie Poorer 
hh ed Bec ediliatancnaptnsdnginenccadsveucncencet 1, 794, 496 48.1 
I lt es nniperncinwoeneesee 1, 934, 522 51.9 
Re 2 A peecicuise dein ahbuekickinceewdnbdbdsons oun 3, 729, 018 100.0 





1 Figures for fiscal year 1956 include data for educational and nonprofit institutions. Figures for fiscal 


years 1957 and 1958 exclude such data. 
Source: Office of the Secretary of Defense, July 15, 1959. 
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small business share of alt formally advertised and negotiated prime contract 
ds | awards to U.S. business firms, fiscal years 1956-58 


{Amounts in thousands] 
ee 














a Total Small business awards 
is awarded to 
ee Fiscal year U.S. business 
| firms Amount Percent of 
of | total 
il 
De tg apieerncmesinteentpisinieiadiimtibthalitininittonte 
tis a 
RNIN os asnsssinnpirenarpastinicipepsiche nepriaiaraelcelie ae $2, 815, 309 $1, 749, 994 62.2 
7 i nnictinncenereniascies-albtltinmdeabnerivaieitniestacs Bact 14, 934, 775 1, 725, 321 11.6 
oe ON EE ES ae EL Denar wad ene 17,750,084 | 3,475, 315 19.6 
= 957: ee 
Rammer eo ee 3, 320, 376 1, 973, 207 59.4 
7 eh tics ininsiscntaractnanipat oianadawndcath cede 15, 812, 321 1, 809, 319 11.4 
= eee tees ake eae il ee ed 19, 132,697 | 3, 782, 526 19.8 
7; 1958: 
SR GUVOTUNOE <n on cacanccnnccencednvesbbenee 3, 114, 824 1, 794, 496 57.6 
of I ass ciao nachinnakihton eet -stuees 18, 711, 916 1, 934, 522 |, 10.3 
. EI Re SESS a ee es 21, 826, 740 | 3, 729, 018 17.1 





1 Figures for fiscal year 1956 include data for educational and nonprofit institutions. Figures for fiscal 
= years 1957 and 1958 exclude such data. 


Source: Office of the Secretary of Defense, July 15, 1959. 


Senator Busn. What publicity is given to the negotiated procure- 
ng ment contracts? Is that advertised, so to speak? Do the industries 
know that these are going to be done? 
Commander Matuoy. Yes, sir. We have rather elaborate proce- 
" dures calling for publication in a Government publication known as 
the Department of Commerce Synopsis of U.S. Govertmant Proposed 
Procurement, Sales, and Contract Awards. 


: Now this is a paper actually published, I believe weekly, by the 
| ‘ Department of Commerce and sent to anybody who wants to subscribe 
to it for a very nominal fee throughout the United States. 

4 Our regulations call for the publicizing of all unclassified procure- 
- ments made in the United States, whether by formal advertising or by 
1.0 negotiation, in amounts over $10,000, with a few exceptions. 

T These exceptions are procurement of research and development, 
H procurement of studies or surveys, procurement of perishable sub- 
* sistence supplies, sole source procurement, procurement where compe- 
= tition is known to be limited by patents, copyrights, or secret processes, 
1 procurement which must be made too quickly to permit prospective 
KS contractors dependent on the Department of Commerce synopsis for 
1.0 information to obtain invitations for bids or requests for proposals 
o in time to prepare or submit their bids for proposals. 


The final category is procurements not in the foregoing categories 
which nevertheless must be accomplished under other circumstances 
or conditions as to clearly preclude any benefit to industry or the 
Government by such publication. 

Justification in each case for not publicizing the procurement under 
this exception shall be in writing approved by the chief of the pur- 
chasing office or his designee and made a part of the procurement file. 


43452—59——_-7 
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Now that is the policy and practice which we have with respect to 
publicizing in advance those things which we are going to buy. 

We have an additional requirement that all unclassified contracts 
to be performed in whole or in part within the United States exceed} 
$25,000 in amount, whether entered into after formal advertising op 
negotiation shall be published in the same synopsis. So here we 
have a dual requirement for publication. First in advance of the 
procurement, and second, even after the award is made, we publish jp 
the synopsis awards of all unclassified contracts over $25,000 whether 
entered into after formal advertising or by negotiation. 

Mr. McGuire. This is sort of an extra goldfish bow] at the end in 
case we have missed somebody. 

Senator THurmonp. Is there any requirement that you do that or 
do you just do that on your own ? 

orcmaaian Mayor. There is a requirement in our regulation, in 
the Department of Defense regulation, the armed services procurement 
regulation. There is nothing in the law. 

Senator TuHurmonp. Nothing in the statute requiring you to do 
that ? 

Commander Matuoy. No, sir, there is not. Incidentally, I believe 
I indicated this was a weekly publication. It is actually a daily 
publication. 

Senator Tuurmonp. One of the reasons for taking those precautions 
and following that procedure, I am just wondering if we had some 
other Secretary of Defense or other people in the Defense Department, 
that they might change that though and not make public this informa- 
tion that you are now doing, which everyone can see, and anyone who 
feels that he has been treated unjustly could have a right to complain, 

Commander Matuioy. Well, sir, I don’t think you would find that 
for 2 reasons. One, that this has been in our regulations through a 
great number of years through a number of different people having 
been in charge. The second is that in many respects this action is 
not any gratuitous action on our part or anything that has been forced 
on us. 

We derive some benefits from some of this publicity. And so we 
are not likely to withdraw this type of requirement. 

Mr. McGuire. Might I add one more thing to that, Mr. Chairman. 

The ASPR regulations are promulgated by the Secretary of De- 
fense. Now in getting up these we work very closely with the mili- 
tary departments and these become public documents. 

Now if we were to take out something of this nature, in my opinion, 
we would certainly have a great deal of protest from industry and 
from other people who recognize it as being a good thing to do. 

It is very common practice with us in making any changes in ASPR 
to call in industry representatives and consult with them. The same 
thing applies with respect to other governmental agencies. The 
General Accounting Office has a great deal of interest in the ASPR 
regulations. So it is not a freewheeling thing that you put some- 
thing in today and take something out tomorrow. 

And I think for practical purposes many of these things by usage 
also become more than a matter of practice. They almost become 
as having the same effect as, I won't say legislation but certainly 
accepted practice that must be adhered to. 
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Senator Tuurmonp. I want to ask you this direct question now. 
Under the present procedures of procurement has the national se- 
curity suffered because you have not been able to do things quick 

ugh ? aa 
e McGuire. I don’t think so. It is not my personal opinion 
that it has. . ; 

Senator TuurMoNpD. You don’t feel you have been handicapped in 

way ? 
” fr. — T am now talking about the process of letting con- 
tracts. ‘That is what your question is addressed to, sir. 

Commander Matxuoy. Mr. Chaiman, I might just elaborate a little 
on that. The present Armed Services Procurement Act was passed 
in 1947 after a great deal of study. And it resulted from the expe- 
riences which the military department and the Congress and U.S. 
business had during the last big war. That is basically a very good 

rocurement act. It does have considerable flexibility to it, and 

asically I think we can say that we are able to get our major job 
accomplished under the provisions of the Armed Services Procure- 
ment Act. 

In its broad framework we feel that it is a sound procurement 
act and it has, again in its broad framework, worked very well over 
the past 10 years. 

Senator THurmMonp. And you definitely feel that this bill, S. 1383, 
which requires more advertising, if it should be passed that it would 
handicap the Defense Department in getting on with the job? 

Mr. McGuire. I think so, sir. 

Commander Manuioy. There are a great many administrative re- 
quirements in that bill which would be very difficult to comply with. 

Senator Tuurmonp. And you definitely feel that if S. 1875 should 
pass that that would handicap the Defense Department in getting on 
with the job and giving the public the benefit, the taxpayers the 
benefit of savings that might result ? 

Mr. McGuire. I do. I would like to add one thing, Mr. Chairman, 
on this matter of the speed of letting contracts. Most people don’t 
seem to realize that in case it is necessary, we could enter into a letter 
contract with you tomorrow morning. 

We would formalize this letter contract later. We don’t even have 
to wait for the details if it is that type of emergency. This process 
was used during World War II. 
eS was in procurement in the Navy Department during World 

jar II. 

Senator THurmonp. Let me ask you this question: Up to what 
figure now can the Defense Department procure or make purchases 
a advertising and without any negotiation on the competitive 

asis ¢ 

Commander Matioy. Mr. Chairman, I don’t believe there is any 
such figure that you are seeking. 

Senator TuurmMonp. Can you go out here and purchase something 
costing $1,000 or $10,000 or $100,000 without advertising and with- 
out any competitive negotiation ? 

If not, then where is your limit ? 

Commander Matxoy. Let me first talk in terms of the procurement 
law. Where we have authority to negotiate, and we have mentioned 
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the so-called 17 exceptions, one of which is small purchases, where 
we have authority to negotiate there is no present requirement jn 
the law telling us how many sources to go to. We have, however, for 
many, many years, and as a matter of fact, we have had it since the 
the very passage of the Armed Services Procurement Act, a require- 
ment in our own regulations that we secure competition to the maxi- 
mum practicable extent. 

I have in my statement, which I will give, some exact quotations 
from our regulations which talk in terms of the amount of competi- 
tion which we will secure. It is very difficult and I believe com. 
pletely impractical to state in any given case except in the small 
purchase field, that there shall be one or two or five competitors in 
a given procurement. 

Senator THurmonp. Under the statute there is no requirement that 
you call for advertising or negotiate on a competitive basis, for any 
particular amount, I mean for any particular item of any particular 
amount, but you do have it in your regulations. 

Commander Matxoy. Yes, that is partially correct,sir. The statute 
talks in terms of the usual method of procurement will be by formal 
advertising. When formal advertising is not used, negotiation is 

ermitted under 17 specific exceptions and there are no dollar value 

gures mentioned except in the small purchase field. 

Senator THurmonp. The way this section 2304 reads is— 

Purchasers offering properties or services covered by this chapter shall be 
made by formal advertising. However, the head of an agency may negotiate 
such a purchase or contract if. 

Then it goes into those 17 exceptions. And so you have to advertise 
unless the head of the agency negotiates. 

Commander Matxoy. This is correct, sir, in respect to certain of the 
authorities to negotiate. The exceptions are number 11 through 
number 16, and no contract may be negotiated under those exceptions 
without a specific written signature of one of the secretaries of the 
military departments. 

Senator THurmonp. Of course, negotiation does not always mean 
competitive negotiation, does it ? 

Commander Matxoy. It does not always mean competitive negotia- 
tion, no, sir, because often you would negotiate an additional quan- 
tity of—we have used the B-52 bomber as an example 

Seeker Txurmonp. Let’s put it this way. Is this a fair state- 
ment, that you have to advertise unless you negotiate, and you have to 
negotiate competitively where it is practicable ? 

Commander Matxoy. That’s right, yes, sir. 

Senator THurmonp. Is that correct? 

Commander Matxoy. That is correct. 

Senator THurmonp. Where it is not practicable to competitively 
negotiate, you can still negotiate ? 

Render Matioy. Yes, sir. You would negotiate with a par- 
ticular concern in that instance. 

Senator THurmonp. Now who is the head of an agency in the De- 
fense Department ? 

Commander Matuoy. That would be the Secretary of a military 
department, and we have defined that term to include the Secretary 
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himself, the Under Secretary or any Assistant Secretary of the mili- 
tary department. ; 

Senator THurMoND. Now section 2302 defines that as— 

The Secretary, the Under Secretary or any Assistant Secretary of the Army, 
Navy or Air Force, the Secretary of the Treasury or the Administrator of 
National Aeronautics and Space Administration. 

Commander Matxoy. That is correct. 

Senator THurmonp. Do you adhere strictly to that? 

Commander Matxoy. Yes, sir; we do, very strictly. 

Senator THuRMoND. In other words, you don’t have subordinates 
attempting to negotiate on the theory that they have been delegated 
that authority, do you? 

Commander Mauxoy. This authority in the law is nondelegable by 
the terms of the law, and we comply strictly with it. 

Senator THuRMOND. What was your answer to that question? That 
isabout delegation ? 

Commander Mayor. The authority to sign authorizations to nego- 
tiate under exceptions 11 through 16 of the law is a nondelegable thing 
and hence one of the Assistant Secretaries, normally it is the Materiel 
Assistant Secretary in each department, actually manually studies each 
procurement and — what we call a determination and finding. 

And he specifically must authorize the department to negotiate 
before they have the authority to negotiate. These are very carefully 
considered all the way up to the Secretary and the Secretaries them- 
selves carefully consider all of the individual cases. 

Mr. McGutre. Senator, on page 2 there is a section 2311 that covers 
the specifics of the a of authority. That is the next page 
over in the upper right-hand corner. We adhere to this requirement 
of the law. 

Senator THurmonp. That is what I am inquiring about now. 

Mr. McGurre. Yes. 

Senator THurMonp. Are you adhering strictly to section 2311 of 
the statute ? 

Mr. McGurtre. Yes, sir. 

Senator Tuurmonp. Which provides that you cannot delegate under 
those clauses 11 to 16? 

Mr. McGuire. So far as I know, and I am sure we are. 

Senator THurmonp. Of section 2304? 

Commander Matuoy. To be absolutely technically correct, Mr. 
Chairman, in answer to your question, there is one area of procure- 
ment under the research and development authorization which has 
a requirement in the law that the Secretary must individually au- 
thorize negotiation in contracts above $25,000. We have several years 
ago increased that figure from $25,000 to $100,000, and have authorized 
others to make the determination. On this matter we worked very 
closely with the House Armed Services Committee in an effort to 
reduce the terrific administrative load in that category. But this is 
not a large dollar factor. 

Senator THurmonp. Under the present methods under which you 
operate, do you feel that there is any waste, any advantage taken of 
the Government in expressing your opinion as to whether the taxpayers 
are getting their money’s worth ? 
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Mr. McGuire. Do you address that question to me, Senator? 

Senator Tuurmonp. Yes. 

Mr. McGuire, We run a pretty big operation, Senator, and my 
observation, coming down here from business, is that we run a pretty 
good operation. Now we make some mistakes and will continue, ] 
presume. Not deliberate mistakes, but just like any other business, 
sometimes your retrospective eyesight is a little sharper and more 
critical than some of your forward eyesight. 

But I think we doa good procurement job for the Government when 
you consider the type of animal we are dealing with. It is not easy, 
General Thurman has been in the field, maybe he has some observa- 
tions he would care to make, or Commander Malloy. 

Senator TuHurmonp. Senator Cannon, do you have any questions 
now of Secretary McGuire ? 

Senator Cannon. I would like to hear the observations of the other 
two gentlemen in response to your last question there also. 

Senator Tuurmonp. They are to testify. We might let them express 
themselves now on that particular point. 

General Tuurman. I will sincerely confirm what Mr. McGuire has 
said. I don’t think it would be possible to say that there is no waste, 
Mr. Chairman, with the millions of transactions and thousands of 
people involved. But by and large I think we do a first-rate job. 

Peceaer Matuoy. Mr. Chairman, that question, of course, is 
one which is constantly before those of us who have responsibilities 
in the management aspects of Government procurement. We are con- 
tinually trying to appraise whether the overall job is being done well. 

We do find areas in which it can be done better. Our overall ap- 

raisal is that although there are some isolated cases where, havi 
ooked back on it we wished sincerly that we had done it differently, 
we feel that under the conditions prevailing at the time the contracts 
were placed and under the extremely difficult atmosphere which we 
must work in, that our overall job is very, very good. 

Mr. McGuire. I might say this, Senator. I think that sometimes, 
and I presume this is a part of public life in working for Federal 
Government or any State or city, that we seem to bend over back- 
ward sometimes to try to assure ourselves that we will have perfec- 
tion. 

Now in any manufacturing business or merchandising business, I 
don’t know that you can achieve this that I have been able to find out. 
; I know we have plenty of mistakes, That is what markdowns were 

or. 

If we didn’t have markdowns we got a little suspicious that some- 
body was too smart with the figures actually. And we got to places 
where we knew we could save one or two pennies here or there. 

But the cost of policing or supervising the saving of a penny wasn’t 
worth the effort. We would rather put our efforts into some greater 
achievement in our business of more sales or more profit. 

I have been very much impressed with the diligence with which 
people do this, and of course there are any number of people con- 
stantly reviewing. 

I have never Brien in an operation where as many people reviewed 
what you did, and this is a very easy thing to do, to seek backwards 
and say how you would do it or where it went wrong. 





atty 
a, I 
88, 
lore 


hen 
asy, 
rva- 


ions 
ther 


ress 


iste, 
3 of 


s, Is 
ties 
20n- 
vell, 
ap- 
ring 
itly, 
acts 
| We 


mes, 
eral 
ack- 
‘fec- 


38, I 
out. 
vere 


yme- 
aces 
isn’t 
ater 


hich 
con- 


wed 
ards 


MILITARY PROCUREMENT 97 


You don’t have this problem in business. It is one of the things 
that I think generates a good deal of this kind of conversation of 
waste and so forth. 

It isn’t waste. Waste means something that somebody did delib- 
erately in utilizing funds. 

Senator THurMoNb. Are you and your staff constantly and care- 
fully scrutinizing and supervising the procurement system with a 
view of detecting waste and of improving the operation of the 

tem ? 

Tie. McGuire. That we certainly are, sir, and so are the three mili- 
tary departments working in this direction all thetime. _ 

‘And I think it is an endless job. I don’t think we will ever have 
itdone. Every day new problems arise. 

Senator THurMoND. Have you found that the present procurement 
law operates fairly and uniformly for all services, sir? 

Mr. McGutre. Yes, I think it does. 

Commander Matuoy. Yes. 

Senator THurMoND. We will recess now until 10 o’clock Wednesday. 

(Whereupon, at 1:15 p.m. the hearing was recessed, to reconvene at 
10a.m., Wednesday, July 15, 1959.) 








~~ 
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WEDNESDAY, JULY 15, 1959 
U.S. Senate, 


SrecIAL SUBCOMMITTEE OF THE 
ComMMITTEE ON ARMED SERVICES, 
Washington, D.C. 

The subcommittee (composed of Senators Thurmond, Stennis, Er- 
vin, Cannon, Saltonstall, and Bush) met, pursuant to recess, at 10:05 
a.m., in room 212, Senate Office Building. 

Present: Senators Cannon (presiding), Thurmond (chairman of 
the subcommittee), Saltonstall, and Bush. 

Also present: Hon. Perkins McGuire, Assistant Secretary of De- 
fense (Supply and Logistics) and Maj. Gen. William T. Thurman, 
Office of the Deputy Chief of Staff, Materiel, Air Force. 

Messrs. Wingate, Darden, and Atkinson of the committee staff. 

Senator Cannon. The committee will come to order. 

Senator Keating attended our hearing on Monday, but, unfor- 
tunately, the testimony in progress did not permit our hearing him at 
a time that was convenient to him. The Chair expresses regrets to 
Senator Keating and we will be glad for him to proceed at this time, 


STATEMENT OF HON. KENNETH B. KEATING, U.S. SENATOR FROM 
THE STATE OF NEW YORK 


Senator Keatine. Thank you very much, Mr. Chairman. I appre- 
ciate that. I had torush out. The Chair is very courteous to me and 
I ete the opportunity to appear here this morning. 

am a cosponsor with Senator Williams on S. 1383 and others and 
with Senators Javits and Case on S. 1875. I would like to talk for 
a few minutes about S. 1875. 

Mr. Chairman, the sole purpose of S. 1875 is to assure maximum 
competition consistent with the national security in the awarding of 
defense contracts. It would do this by defining more clearly the pro- 
curement policies in cases where the national interest requires that 
formal advertising and competitive bidding be replaced by negotia- 
tion. In these cases the policy would be changed to require competi- 
tive negotiation to the greatest extent practicable. 

There were some questions addressed to the Assistant Secretary of 
Defense and others about negotiation. I do not understand that all 
negotiation is on a competitive basis, My understanding is that there 
are cases where negotiation takes place without competition. 

_ Tam well aware that often when a defense contract is to be let, it 
is not possible for the contracting agency, whether it be the Air Force, 
the Navy or the Army, to advertize openly and formally for bids, and: 
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then after having done this, award the contract to the lowest qualified 
bidder. 

It is understood that there are many reasons why this is not always 
possible. The particular weapon might be a secret one, and the ageney 
would not wish to advertise the fact of its production. It might be that 
the need at the time for a certain part is so urgent that the quickest 
way to get it would be to let the head of the agency use his discretion 
and place the contract immediately, using his own best judgment. | 
do not quarrel with these good and just reasons. 

However, I think that the trend recently has been more and more 
toward negotiation rather than competitive bidding after. formal 
advertising in the awarding of contracts. Again, I have no quarrel 
with this as such. If the national interest requires that a contract be 
negotiated, it should be negotiated. 

But, I do say that when a contract is to be negotiated, let us have 
competitive negotiation with two or more firms competing. For it 
is the American spirit of competition that has helped to make this 
country the great arsenal of the free world that it is today. The 
Armed Forces themselves endorse this theory of competition by main- 
tenance of the separate branches. It would seem logical, therefore, 
that the same policy should be adopted in the field of procurement. 

The present law states the policy of Congress in military procure- 
ment as follows: 

It is the policy of Congress that a fair proportion of the purchases and con- 
tracts made under this chapter be placed with small business concerns. 

That is all it says. There are no other guideposts. Here we have 
the world’s largest purchaser, the U.S. Government, through its largest 
department, the Department of Defense, spending the largest part of 
the whole budget, some $40.9 billion, and all the present law says is 
that a fair proportion of the purchases should go to small business. 

Simply stated S. 1875 does several things: 

1. It advocates wherever possible that purchases be made through 
competitive bidding after formal advertising. 

2. It states than when the national interest requires that a contract 
be negotiated, the policy should be that it be negotiated competitively 
with two or more firms. 

3. It advocates the purchase of products that are readily available 
on the open market, whenever it 1s possible to do so. 

4. It states that the security of the country requires that the economy 
of each section of the Nation be maintained at a level that can support 
its programs for defense and sustain the private economic system, and 
states the policy of Congress to insure that this is done by— 

A. Giving a fair share of purchases to small business concerns. 

B. Giving a fair proportion to concerns located in areas of 
substantial labor surplus. 

C. Giving contracts to different areas of the country for stra- 
tegic reasons, and also giving contracts to eligible suppliers from 
whom relatively smaller proportions of property have been pur- 
chased. 

Under S. 1875 full and definite policies of procurement are defined. 
By its very name the act shows its purpose. It is entitled the “Armed 
Services Competitive Procurement Act of 1959.” It then goes on to 
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jist policies and later defines competitive negotiation and the proce- 
dures to be adopted in its application. 

1. Solicitation from two or more sources in sufficient time before 
the purchase or contract. 

I stress that, in sufficient time before the purchase or contract. It 
does no good to call up a day or two before a contract is let in order 
to give the appearance of competition, and tell a concern that has 
to Z a big bunch of work in preparation that they are being consid- 
ered for such and such a contract when another company has already 
spent several weeks in preparing plans to negotiate that contract. 

9. Oral or written discussions to resolve uncertainties relating to 
the purchase, including price, and an equal opportunity to the offer- 
ersto revise their proposals. 

3. Award made with reasonable promptness by written notice to 
the successful bidder, and if awarded to other than the low bidder, 
an explanation to him at his request, and to the other low bidders, 
justifying the award. ' 

Mr. Chairman, since the introduction of the bill, I have had occa- 
sion to study more than before the subject of subcontracts, and their 
handling by the Department of Defense. I should like to bring cer- 
tain facts to the committee’s attention, particularly with regard to 
smal] business. 

And this does not have anything to do with S. 1875 as such except 
that I will suggest a proposed amendment of some nature. 

As the members of the committee know, there is nothing in the law 
which regulates the awarding of a subcontract by the prime contractor. 
Stipulations may be written into the prime contract itself concern- 
ing specifications and requirements that must be met by the subcon- 
tractor, but the procurement statute is silent as to the intent of Con- 
gress on he subject of subcontracts. It seems to me that this is a 
serious omission, and one that should be considered by the commit- 
tee in its study of the several bills now before it. 

Now by its very nature the term “small business” brings to mind sub- 
contracts, yet fas is nothing in the law concerning them. One 
would naturally think that the prime contract would be let to a large 
corporation and that corporation would in turn subcontract to sev- 
eralsmaller ones. Yet this is not often the case. 

Let us take for example corporation A, and award it a $10 mil- 
lon contract and let us also assume that corporation A is a huge 
multimillion dollar outfit. There is nothing to stop corporation A 
from subcontracting to corporation B, which is also a huge multi- 
million dollar outfit. The prime contractor has a free hand to sub- 
contract to whomever and wherever he wants. With a little mutual 
backscratching several huge corporations can cut up a whole industry 
and keep the lion’s share of the work divided up among themselves in 
one particular area of the country. This is not good for small busi- 
hess, nor does it give an equitable geographical distribution of the 
contracts, nor does it provide for a dispersal of defense plants. 

I strongly urge that the committee include in any bill reported an 
amendment that will set forth the policy of Congress regarding de- 
fense subcontracts. 
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In this connection I suggest for the committee’s consideration the 
following language to be inserted in 8S. 1875 on page 3 after line 15: 

This is just suggested language. 
ae da) It shall also be the policy of the Congress that, whenever possible, agen- 
cies making procurements under this chapter shall encourage maximum cop. 
petition in the awarding of subcontracts by prime contractors. 

The committee might well have ideas as to how this proposed 
amendment might be made stronger, certainly that language is not 
strong, not very strong. I think the proposal is timely and consti- 
tutes one means of following through on the declared policy of trying 
to aid small business. I have discussed this problem with offiéials jn 
the Department of Defense, and they assure me that under the present 
law they have practically no control over the awarding of subcon- 
tracts. The prime contractors not the Defense Department are the 
people who really have the biggest say in military procurement, for 
in the case of a multi-million-dollar order there might be several hun- 
dred subcontracts. Yet, when it comes to saying who shall get them, 
the Department’ of Defense is left completely out of the decision, 
This should be corrected. 

Both the present statute and S. 1875, which would amend it, are 
in truth policy laws. They both say what Congress would like to see 
done, but leave the implementation of the policy completely up to the 
service. 

They are in no respect rigid in the language. In any case where 
in its judgment the public interest requires it, it has a free hand to 
procure the necessary item by the fastest method. 

Certainly by making the same policy apply to the awarding of 
subcontracts, Congress would be showing its desire to have military 
orders apportioned equitably throughout the United States. This 
would help to broaden the base of our economy, and aid those areas 
of surplus labor without unnecessarily tying the hands of the officials 
in the Department of Defense. 

Mr. Chairman, I should like to turn now to certain objections to 
S. 1875 which have been raised by the Department of Defense, both 
in the letter to the chairman from the General Counsel of the Depart- 
ment, and in the testimony before this committee of the Honorable 
Perkins McGuire, the Assistant Secretary of Defense for Supply and 
Logistics. 

These objections are focused primarily on the language in the bill 
stating: 

* * * In placing purchases under this chapter the procuring agency shall 
consider the strategic and economic desirability of allocating purchases to differ- 
ent geographic areas of the Nation and to eligible suppliers from whom rela- 
tively smaller proportions of procurement have been purchased. 

They must have sat up nights over in the Defense Department to 
figure out all of these objections. 

One would gather that the defense program would be undermined, 
incompetent producers would have defense contracts forced upon 
them, social and economic considerations would take precedence over 
defense needs, and regional and economic groups would engage in 
some kind of titanic struggle that would undermine the defense pro- 
gram. 
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That is the general tenor of the objections presented here by Secre- 
tary McGuire and contained in the letter of the General Counsel. 
f course, no such consequences are intended to flow from such an 
addition to existing procurement policy nor, in my opinion, would 
ey. 
Oe Chairman, I think everyone agrees that a strong national econ- 
omy is Vital to our national strength. 

I think everyone will also agree that a national economy is made 
up of the sum of its parts, regional, State, or however you wish to 
break it down. This Nation cannot exist half rich and half broke 
any more than it could exist half slave and half free. 

In time of war, we must have every segment of our economy, and 
all sections of the country, able to spring quickly into action. The 
Defense Department is understandably anxious to have a plant, a 
defense plant, when a crisis overcomes us. Yet I know of at least one 
specific instance where a plant is fast going to nothing when their 
Sp personnel are being dispersed all over the country because they 
just can’t get any defense work. 

Perhaps this part of the bill would require procurement officers 
to give a litle more thought to their actions, particularly those actions 
which cumulatively tend to concentrate defense production in favored 
areas while other areas may, so far as military production is concerned, 
be allowed to die on the vine. 

But I cannot see anything wrong, as a matter of national policy, with 
doing everything possible to spread the work around the country, 
so long as you don’t hogtie the procurement officials and make it a 
mandatory direction to them in that regard. 

The department of our Government which has more money to 
spend than any other department simply cannot wash its hands of 
the economic consequences of its spending policies. This fact is 
already recognized in Defense Manpower Policy No. 4, providing 
for channeling defense work to labor surplus areas. The economic 
consequences are a part of our national strength, so it seems to me to 
be a specious argument that giving consideration to the economic con- 
sequences would be at the expense of our defense program. 

The strategic desirability of better national distribution of defense 
work also is perfectly apparent. The Defense Department has advo- 
cated for years that defense plants be dispersed. In an age of nuclear 
weapons, the desirability of dispersal—in fact, the absolute necessity 
for wide dispersal if the Nation is to have a chance of surviving all- 
out war—increases with each advance in the ability to deliver nuclear 
warheads over intercontinental ranges. 

If dispersal is militarily desirable, why object to considering dis- 
persal, I stress considering dispersal, in the awarding of military 
contracts? It doesn’t make sense to me. 

Mr. Chairman, this bill S. 1875 sprang originally from a concern of 
New York Members of the Congress over a decline in the share that 
New York had been receiving in defense orders. But it became evi- 
dent almost immediately that the concern is felt in many parts of our 
Nation. And as with any good national policy, the policy set forth 
in this bill is not designed to benefit any one section of the country, 
but to benefit all sections by more equitable distribution of defense 
contracts, awarded on a basis of free American style competition. 
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I appreciate very much the opportunity to appear here, Mr. Chair- 
man. 

Senator Cannon. Thank you very much, Senator Keating. I wags 
interested in your reference to the statement that the Secretary had 
represented that practically all of the negotiated contracts were com- 
petitive contracts, and you stated that that was not so. I didn’t under. 
stand the Secretary’s testimony to be to that effect. 

Senator Keatine. I may have misunderstood it. He was asked 
some questions, and I thought the impression might have been left 
with the committee that ined they do not let contracts on open 
bidding and did negotiate them, that they were in all cases negotiated 
competitively. : 

Senator ats I did not understand that to be his testimony, 

Senator Keatinc. I may have misunderstood it. I understand 
that the fact is that some are negotiated without—— 

Senator Cannon. That is what I understood the testimony of the 
Secretary to be in that regard. 

Senator Keatina. I misunderstood him. 

Senator Cannon. I will check the record on it to make certain, 
Now Senator Keating, I wonder if you would just outline very briefly 
the items that you feel should be considered in determining the place- 
ment of these contracts, if you would just go over that again, please, 

Senator Keatinea. Of course, the overall national interest and what 
should best be done for our national defense is the overriding No, 
1 consideration. I referred in my remarks only to the special con- 
siderations which, in arriving at a decision as to what is in the in- 
terests of national security in case, let us say, of two possible sources 
being equal, the things that should be considered. One is the interests 
of small business. One is the location of purchases in areas where 
there is a substantial labor surplus, and the third is the strategic and 
economic desirability of allocating purchases to the geographic areas 
of the Nation. In other words small business, labor surplus, and 
geography. 

Senator Cannon. Would it be your idea that that is just simply a 
policy, or that those are weighted factors that are to be worked into 
a formula? 

Senator Keatine. No, simply a policy. As you will observe in 
reading S. 1875, I think S. 1875 in that respect is much less rigid 
than Senator Williams’ bill, S. 1383. But, of course, its accent is the 
opposite of S. 500. But t pene 1875 again and again it is 
pointed out that these are simply guidelines, not something that im 
any way would be mandatory upon the Defense Department. 

But the emphasis of S. 1875 is upon competition, and either open 
bidding or competitive negotiation. The emphasis of S. 500 is toward 
less even of competitive bidding than exists today, as I view it. 

Senator Cannon. Senator Keating, do you support the proposition 
that the bid or the negotiated contract should be awarded to the lowest 
responsible bidder, or should be procured by the Government at the 
lowest cost from the lowest responsible contractor, irrespective of 
location of the plant, economic conditions, and these other factors. 

Senator Keating. That I do; yes, that I do. 

Senator Cannon. In other words, you would not have it appear 
that these other factors that you would like to have'considered should 
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enter into the determination of the contractor the award of the con- 
tract where that particular bidder was not the lowest responsible 
idder. 

nei Keatine. No. I think if Congress is going to do that, they 
should consider, they should lay down a rule like we have in the 
“Buy American” Act, where we say that if the bid is within a certain 
percentage of the lowest bid, then they should buy from the American 
concern. I think if we are going to say that they must under certain 
circumstances purchase from a labor surplus area, that we should fix it, 
that Congress should fix it in a percentage manner. 

I am not prepared to go that far. I think that the lowest respon- 
sible bidder should get the bid. But there should be more offering 
at public bidding, not less. And secondly, where there is negotiation, 
there should be more competitive negotiation, not less. 

Senator Cannon. I might state, Senator Keating, that the Secretary 
is here now and I don’t believe he was here when you made that 
statement. 

Senator Keating. I would be glad to have him clear it up. I made 
the stutement, Secretary McGuire, that I understood from your testi- 
mony that the impression might have been left that where contracts 
were negotiated they were always competitively negotiated, and I was 

uite sure that was not true. Senator Cannon did not understand 

at to be your testimony and that you admitted there were many 
contracts not negotiated competitively. I had made that statement and 
he took issue with me. 

Senator Cannon. I wonder if you might, Mr. Secretary, just clarify 
that particular point for us at this time ? 

Mr. MoGurre. I will try to clarify it, Senator. First of all, I think 
I said the other day that we had competition in other aspects than 
in price alone, and I gave the illustration of the competitive actions 
that take place in the award of a plane contract as to the characteristics 
of the plane, the form of it, and so forth. 

This is one form of competition. Secondly, I think I said that 
we do have competition in the field of negotiation in those areas where 
itis practical. 

e also went on to stress some other points where competition is 
not practical. For example, I would cite the instance of where we buy 
from a man a product, let’s say a Ford automobile, if you will, where 
some of these parts are peculiar to his manufacture. 

Competition is not practical there. I think what I said in summary. 
is that to a maximum degree possible we try to get the maximum 
amount of competition in these things. General Thurman, do you 
want to add anything to that or Commander Malloy ? 

General Tuurman. No, sir, except to underscore the point that 
you made, that there are different kinds of competition. 

Senator SatronstTauu. A little louder, please? 

General Tuurman. I said I wanted to underscore the point that 
the Secretary made that there are different kinds of competition, and 
that you can have very enthusiastic competition on a design and per- 
formance basis even though it is not possible to get a strictly price 
competition at that particular time. 

Mr. McGume. I would like to make one other point if I may, Mr. 
Chairman. 
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It has been my experience in commercial life at any rate that com. 
petition based solely on price does not necessarily give you the article 
that you want. In other words, the competition can shave the product 
down too low. Now we do have specifications to handle this. But 
I think we found in the textile field that competition on price alone 
without any control of the type of an individual bidding, where some. 
body could go in and set up a factory with a very minimum investment 
and without experience, was not necessarily the solution to giving ys 
the product we want. Now we have selective lists of bidders where 
they qualify and must live up to certain criteria. Now within those 
lists we have competition. But one could contend we have restricted 
the competition to eliminate those people who are not the qualified type 
of manufacturer of the product we are seeking to get. 

Do I make my point clear in that respect ? 

Senator Cannon. Mr. Secretary, may I ask, then, does that support 
the principle of awarding the bid to the lowest responsible bid? 

Mr. McGourre. That is correct, it does. 

Senator Cannon. Senator Keating has already stated that he be- 
lieved in that principle. 

Senator Keatrne. Mr. Chairman, as I understand it, there is some- 
thing like 85 percent of the contracts in dollar volume which are 
awarded by negotiation. Those are the figures as I remember it that 
were given here. Now of that, I would be interested to know, although 
IT am not a member of this committee and am not entitled to ask ques- 
tions, I would be interested to know of the 85 percent what part is 
awarded by competitive negotiation and what by negotiation without 
competition ? 

Senator Cannon. Thank you, Senator, for that suggestion, and I 
will ask that the Secretary submit that for the record if he does not 
have it available. 

(The following information was subsequently submitted :) 


This is in response to the committee’s request that information showing the 
extent of competition obtained by the military departments in negotiated pro- 
curements be submitted for the record. 

After analysis of all statistical information available within the Department, 
the Department of Defense, quite frankly, is unable to answer the precise ques- 
tion asked by the committee. Our statistics, and the reports of the military 
departments on which they are based, are limited to price competition and do 
not show the extent of other types of competition obtained in the making of 
negotiated contracts. 

The Department, however, can respond to and answer the spriit of the com- 
mittee’s inquiry. It is believed that the information which the committee is 
seeking is the presence or absence of competition in contracts reported as ne 
gotiated with one source. For example, the attached statistical report shows 
that new procurement’ totaling $5,384 million is listed as having been “nego- 
tiated with one source” by the military departments during the first 9 months 
of fiscal year 1959. On its face, and without further explanation, it might ap- 
pear that these dollars were obligated without any competition whatsoever. 

Although as previously stated, no information or statistics are kept which 
break down this $5,384 million negotiated with one source to show whether or 
not any competition was obtained prior to negotiation with that source, it was 
considered that some breakout could be physically accomplished in this regard 


2The term, “new procurement,” refers to all procurement except modifications made in 
accordance with the terms of existing contracts. In this context, modifications mean con- 
tract changes, such as price or engineering changes, or incremental funding amendments 
which do not increase the scope of work or quantity of material called for by the original 
contract. In these instances, negotiation authority is neither required nor used. 
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which would reflect the competitive processes involved and assist the committee 
in its study. Accordingly, each of the military departments undertook the 
jJaborious and time-consuming task of physically hand-checking, contract by con- 
tract, the larger dollar volume procurements classified as “negotiated with one 
source” in the attached table, to determine (1) whether they had been placed as 
a result of the submission of competing designs or technical proposals for the 
conduct of research, development, test or other such service, or (2) whether they 
were contracts which flowed or followed-on from procurements which were in- 
itially placed under either of the above or under price competition. 

The Air Force surveyed $1,777 million out of the total of $2,144 million listed 
as “negotiated with one source,” and found that $1,581 million, or 89 percent of 
the dollars examined, related to aircraft and missile contracts which were pro- 
cured after the conduct of a design competition. 

Of the total of $1,954 million which is reported as “negotiated with one source” 
during the same period, the Navy investigated $1,238 million, or approximately 
63 percent. Its review disclosed that 70 percent of the dollars examined were 
awarded as the result of competitive situations involving the evaluation of de- 
signs or technical proposals submited by more than one company. 

During the same period, the Army reported $1,285 million as “negotiated with 
one source.” In order to respond to the commitee’s inquiry, it reviewed pro- 
curement actions of $1,017 million and found that $950 million (93 percent) was 
awarded under the forms of competition referred to earlier. 

Thus, it will be seen that the preponderance of the money obligated by the 
awards listed as “negotiated with one source” actually resulted from competitive 
designs or proposals. 

Additionaly, the accompanying statistical report shows that the three military 
departments placed $2,283 million by advertising methods; $1,626 million by 
competitive price negotiation; and $544 million in actions of $2,500 or less using 
small purchase procedures, which require that a reasonable number of quota- 
tions must be obtained on such purchases of $100 or more. 


43452—59——-8 





Fi 
: 
= 
mo 
P 
oO 
© 
on] 
a 
by 
= 
< 
eH 
y 


892 ‘69 


T9¢ ‘oce ‘I 
621 ‘88 


069 ‘FFI Z 


889 ‘8ST 
006 ‘80T 
TPE ‘SZ 
06h ‘ZI 
18 ‘09% 
1ZE ‘688 
£82 ‘ZZ1 ‘E 
£99 ‘168 ‘F 
860 ‘008 


¥86 ‘E18 ‘L$ 


90107 ITV 


P18 ‘980 ‘I 


"e961 ‘9 A[ng ‘asuajeqy Jo 41B}0109g 941 JO BO—JO Aq porsdolg 


GOP ‘Sg 


628 ‘408 ‘T 
819 ‘649 
L6¥ ‘$96 ‘T 
O98 ‘PFI 
OFS ‘WBZ 
$80 ‘299 
822 ‘LEI 


£1 ‘608 


689 ‘bee ‘F 
601 ‘228 


008 ‘ITT 


862 ‘E2z ‘S$ 


209 ‘261 


628 ‘00% 
LEI ‘688 


966 ‘OFZ 
L8¥ ‘89% 
969 ‘Set 
C&S ‘221 
186 ‘egg 
821 ‘808 
Cot ‘ore ‘E 
6EL ‘69% 
966 ‘E8T 


006 ‘662 ‘e$ 


(spuesnoy}) en[ea JON 


910 ‘982 ‘T 


928 “LOE 


618 ‘290 ‘E 
$88 ‘128 ‘Z 


£02 ‘$88 ‘¢ 


689 ‘F¥9 

Z£9 ‘999 

ZL0 ‘PEE ‘T 
£00 ‘282 
920 ‘929 ‘I 
818 ‘E82 ‘Z 
280 ‘G08 ‘OI 
109 ‘88 ‘9 
$69 ‘S69 


Z8I ‘288 ‘OI$ 


T830.L 


120 ‘28 


gg¢ ‘g 
9€2 ‘8 
108 ‘8 
962 ‘0&8 
20L 


819 ‘T 
296 “E 


089 ‘9 
F10 ‘08 
606 ‘290 ‘I 
189 ‘2 

619 ‘S6I 


S86 ‘IZ 


sis ‘e 
SOL ‘8 


£82 ‘L 


080 ‘902 “I 
Z£9 ‘OF 


128 ‘T 
ces ‘g 


016 ‘OT 


ove" 
98 ‘b 


618 ‘TFT 


| z¢¢ ‘OI 


"S061 1eq Ula0aq7—A[NE JOj BBP PasTAel SepNypoUy ¢ 


“BUISTJIOAPB P2}OLI}SeI Ssaujsnq [[eUIs YINo1Y4} poysi{du10d008 septse-jos Sopnyoxy 1 


| £60 ‘6 


26 ‘I 
ges ‘e 
Z9F ‘S 
490 ‘SbF ‘T 
£62 “681 


ese “9 


b29 ‘8 
6SF “E22 





S10 ‘192 ‘T 


0104 ITY 


0 ‘L8F ‘T 


061 ‘Eso % 


Suo}}08 JO JOQUINN 


O€8 ‘6LF ‘E 


ZEl “LEE 
0S8 ‘EI 
968 ‘LZ 
786 ‘S02 


GE ‘SLI 
L¥e ‘ST 


62 ‘O19 
622 ‘108 “b 


¢ UWMOTYUN SN3e4s OAl}]}0dUI00 ‘pejEy}0Z0N 


queMIeINIOId MET 18q3IO 
SJOpiO AIJOAT[OP PUB SUOTBOYIPO|y 


(T8309QNS) GOINOS [ YIM PO}BTIOSa Ny 


“"$8981g PEI UYITM Sse] 10 NOS‘Z$ JO JUsUIOINIOId poezET}030 N 
“""", $8383g PeI]UQ SpIs}No osn pus JUsMIEINIOId 10J PoIeTJOZAN 


Fant er ens ensee ea ney <a aein ~--""""4u9mI0INI0Id MOU JO 
1 (8018 SN[dins JOqB] pus ssoutsng |[BUIS) sepise-jeg 


(Te303qQNs) A[9AT}TJEdUI00 pozETIOZE Ny 
~~ (ZUJS}IIOA PB PO4O]1}Se1 SSeUTSN [[BUIS PUB [vUIIOJ) PesTJIOAPY 
ee ee hen epithe a eee UU kG 

(pesn Jo pernbel jou Ajyi0qINe WoTy 


-8]}0Z0U) $}0B1}U0D ZU}}S{XO JO SUIIO} OF JUBNSINd SUOTJBOYTpPOLY 
eT eine 


qyUeTIEINIOId JO poy 


6961 Y4vW-8g6] fijne Quawasnsoid fo poyjaw fiq ‘suo1j9p quawmainooid fuvpijpiwm fo anjpa jau puD saQqQUNnN 





—— 


MILITARY PROCUREMENT 109 


Mr. McGuire. Thank you. 

Senator Cannon. Now Senator Keating, there is one other point 
in your statement that I would like to discuss. At the last paragraph 
of page 2 and the top of. page 3 you point out an example that could 
occur. I am wondering if you have any specific examples of such oc- 
eurrences taking place. 

I think it would be helpful to the committee to know whether these 
supposed acts have occurred or whether this is just a supposition that 
something like that might occur ? 

Senator Keattna. I think if the committee were to review the large 
contracts which have been let in several fields, the big contracts, it 
would be found that one company—it would be found that there was 
a lot of trading of subcontracts back and forth between a number of 
large companies. 

irst, I don’t charge anything improper in that under the present 
setup. Second, I prefer not to name companies, but I am sure that 
the committee, by asking where the subcontracts are let on some of 
these big contracts will be able to get the facts on it. : 

Senator Cannon. I wonder, Mr. Secretary, if you would submit 
for the record or present through testimony later in. these hearings 
the actual experience with relation to the problem raised by Senator 
Keating in the two paragraphs that I have referred to? 

Mr. McGuire. We would like to discuss it at any time at your con- 
venience in the hearings and also if anything is not covered com- 
pletely, to supply it for the record so that the committee would have 
the full status on this. 


(The following information was subsequently submitted :) 


LISTING OF SUBCONTRACTS UNDER CERTAIN LARGE CONTRACTS 


This is in response to the committee’s request that a review be made of the 
subcontracts which have been placed under “the large contracts which have been 
let in several fields” and that the information be submitted for the record. 

In order to develop fully the information requested, each of the three military 
departments has listed all first-tier. subcontracts over $300,000 under 10 of its 
largest contracts in different fields, such as aircraft, missiles, electronics, and 
ships. The listings include, in addition to general prime contractor information, 
the name of the subcontractor, the item involved, and the dollar value of the 
= The list of such subcontracts made under these large contracts 
ollows. 


Army 





Contractor Item Dollar value 





Prime contractor: 


Fairchild Engine & Airplane Corp., Hagers- | Combat surveillance drone system, $47, 504, 985 
town, Md. (DA 36-039-SC-74899). 


long-range (X-AN/USD-5). 
Subcontractor: 

Aeronautical Equip Research Corp., New | Parachute system development and 526, 813 
York, N.Y. complete recovery system. 

Cornell Aeronautical Laboratory, Inc., Buf- | Design and fabrication of scale wind 459, 777 
falo, N.Y. tunnel model and testing of same. 

Vickers, Inc., Washington, D.C________.______- 17 each, constant-speed drive systems 314, 150 

Pratt & Whitney Aircraft Co., Inc., East | 7 each, YJ60-P-2 engine...._._______. 850, 500 
Hartford, Conn. 

Texas Instruments, Inc., Dallas, Tex__....---- High resolution side looking radar... -_- 2, 798, 581 

Minneapolis-Honeywell Regulator Co., St. | Design, development, and fabrication 3, 971, 051 


Petersburg, Fla. of a long-range navigation system 


and related supporting equipment. 
Bendix Aviation Corp.,. North Hollywood, | Terrain avoidance radar system____-_- 733, 043 
alif. 
ITT Laboratories, a Division of International | Design, development, and fabrication 1, 080, 220 


Telephone & Telegraph Corp., Nutley, N.J.| of a command and telemetry sys- 
tem. 
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Army—Continued 











Fit 

i 

Contractor Item Dollar value 
: 1.W 

Subcontractors—continued 

Sperry Gyroscope Division of Sperry Rand | Automatic radio location system______ $1, 086, 365 

Corp., Great Neck, Long Island, N.Y. To | 

Emerson Radio & Phonograph Corp., Silver | Radio altimeter system_-_-_---......._- 435,145 | 

Spring, Md. pom 

General Electric Co., Syracuse, N.Y ---.------ Command guidance ground radar and 1, 694, 004 

recovery computers. P 

Prime contractor: Hughes Aircraft Corp., Fuller- | AN/MSQ-18 battalion operation 34, 377, 941 
ton, Calif. (DA 36-039-SC-66486). system OA-1593/ASQ-180 coder, ; 
decoder group. 
Subcontractor: 
Transval Electronies Co., Culver City, Calif..}| Power supplies. Pane BAT, 186 
Acme Machine Works, Inc., Hawthorne, Calif | Modification to M-109 truck_..______. 306, 2 
American Electronics, Inc., Los Angelse, Calif..| Air conditioners and spares for air 323, 479 
conditioners. oe 
Prime contractor: Stromberg Carlson, a division of | Corps and army communication as- 12, 092, 241 
General Dynamics Corp., Rochester, N.Y. semblages. ; 
(DA 36-039-SC-818386). 

Subcontractor: Craig Systems, Inc., Lawrence, | Shelter, S-141_-.---...-.-.----.-- pai 4, 357, 650 
Mass, 

Prime contractor: Radioplane Division of North- | AN/USD-1 drone system--.-_--__..__- 12, 841, 267 
rop Corp., Van Nuys, Calif. (DA 36-039-SC- 
66489) . 

Subcontractor: 

McCulloch Corp., Los Angeles, Calif__ Engine ensembles_ = : 357, 696 

Babcock Radio Engineering Co., Costa M esa, Radio receivers, transmitters, test 1, 529,453 | 
Calif. sets and miscellaneous. 

Tamar Electronics Co., Los Angeles, Calif....| Antenna systems --_- } = 368, 875 

Prime contractor: Republic Aviation Corp., | Combat surveillance drone system, 29, 937, 828 

Mineola, Long Island, N.Y. (DA 36-039-SC- medium range (X-AN/USD-4). 
74861). 

Subcontractor: ? 
Philco Corp., Philadelphia, Pa__- Ground based computer----_--....-.-- 675, 479 
Minneapolis- ‘Honeywell Regulator ‘Co., Min- Inertial guidatice System - - ___- Bes 2, 575, 252 

neapolis, Minn. 
California Institute of Technology, Pasadena, | 310 hours of wind tunnel testing_-_----_-. 435, 000 
Calif. 
Thiokol Chemical Corp., Elkton, Md-........| Rocket boosters_--_.-...........-......- 393, 156 
Lycoming Division, Aveo Manufacturing Auxiliary power unit..............-...- 383, 479 
Corp., Stratford, Conn. 
Texas Instruments, Inc., Dallas, Tex__-_--_---- Radar sensors- tala cetk be -| 1, 028, 57; 
ITT Division, International Telephone & | Secure communic: ations and ranging | 1, 291, 604 
Telegraph Corp., Nutley, N.J. link. 
Pratt & Whitney Aircraft Co., East Hartford, | Jet engines.__............-.--.---.---- 500, 000 
Conn. 
Five missile contractors (1958-59) and first tier subcontracts over $300,000 
August 3, 1959 £¢ 


1. Western Electric Co. : 
a. Contract No. ORD-1955. 
b. Fiscal year 1958 and fiscal year 1959, $201.4 million. 
c. Item: R. & D., Nike-Zeus. 
d. First tier subcontractors: 
(1) Airborne Instruments Laboratories: 
(a) $476,000. 
(6) Lunenburg lens, design and test. 
(2) Burns & Roe: 
(a) $2.8 million. 
(b) Preparation of design and development information 
for technical facilities. 
(3) Continental Can Co.: 
(a) $4.5 million. 
(bo) Target track radar mount, 
(4) Douglas Aircraft Corp. : 
(a) $56.3 million. 
(b) Missile airframe prototype. 
(5) Goodyear Aircraft Corp. : 
(a) $16.7 million. 
(b) Design, develop, and fabricate scale models of com- 
ponents of the FAR and LAR antennas. 


T Value 


» 086, 366 

435, 145 
» 694, 004 
, 377, 941 


5A7, 186 
323, 472 
, 092, 241 


, 357, 650 
, 841, 267 


357, 696 
, 529, 453 


368, 875 
937, 828 


675, 479 
575, 252 


393, 156 
383, 479 


028, 573 
291, 604 


500, 000 


000 


ation 


SS — — 
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Five missile contractors (1958-59) and first tier subcontracts over $300,000 
August 3, 1959—Continued 


1. Western Electric Co.—Continued 
d. First tier subcontractors—Continued 
(6) Lear, Inc.: 
(a) $6.6 million. 
(bv) Gimbal prototype. 
(7) Narmco: 
(a) $997,000. 
(b) Reflector assembly for target track radar. 
(8) Vickers: 
(a) $837,000. 
(b) Serve drive of TTR and hydraulic drive for missile 
track radar. 
(9) Wheeler Laboratories: 
(a) $645,000. 
(b) Prototype of RF test set and antenna study. 
(10) Remington Rand: 
(a) $20.4 million. 
(6b) Guidance computer prototype. 
(11) Radio Corp. of America : 
(a) $3.7 million. 
(b) Dual frequency transmitter. 
(12) Sanders Associates : 
(a) $647,000. 
(0) Panar radar. 
(13) Sperry Gyroscope : 
(a) $2.6 million. 
(b) Oscillator and high power components of Zeus TTR 
and wave guide tests. 
(14) Stavid Engineering: 
(a) $356,000. 
(bo) General engineering service. 
(15) Steel Products Engineering Co. : 
(a) $329,000. 
(b) Design and develop K band, reflector assembly and 
study, layout of tracking antenna mounts. 
(16) Stromberg-Carlson: 
(a) $895,000. 
(b) Design, develop and study monitoring philosophy. 
2. Chrysler Corp.: 
a. Contract No. ORD-14440. 
b. Fiscal year 1958 and fiscal year 1959, $248 million. 
ec. Item: Jupiter missile. 
d. First tier subcontractors: 
(1) DuMont Co. : 
(a) $500,000. 
(b) Guidance and control equipment. 
(2) Ford Instrument Co.: 
(a) $24 million. 
(b) Guidance and control equipment. 
(3) Goodyear Aircraft Corp. : 
(a) $2.6 million. 
(b) Nose cone and substructure. 
(4) North American Aviation: 
(a) $18.5 million. 
(b) Engine. 
(5) Hayes Aircraft Corp. : 
(a) $14.5 million. 
(b) Electronic ground support equipment. 
(6) North Electric Co. : 
(a) $1.6 million. 
(0) Communications equipment. 
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Five missile contractors (1958-59) and first tier subcontracts over $300,000 
August 3, 1959—-Continued 


2. Chrysler Corp—Continued 
d. First tier subcontractors—Continued 
(7) Cushing Nevelt: 
(a) $1.5 million. 
(0) Miscellaneous parts. 
(8) Fruehauf Trailer Co.: 
(a) $2.2 million. 
(b) Missile transporter. 
(9) Lytle Engineering: 
(a) $1.3 million. 
(bo) Engineering services. 
3. Raytheon: 
a. Contract No. ORD-4301. 
b. Fiscal year 1958 and fiscal year 1959, $48.9 million. 
c. Item: Hawk missile system ground equipment. 
d. First tier subcontractors: 
(1) Northrop: 
(a) $12.2 million. 
(6) Loader and launcher. 
(2) Bendix Aviation (Eclipse Pioneer) : 
(a) $1.8 million. 
(b) Pedestile. 
(3) RCA: 
(a) $723,000. 
(bv) Test equipment. 
4. Martin Co.: 
a. Contract No. ORD 634. 
b. Fiscal year 1958 and fiscal year 1959, $88.4 million. 
c. Item: Pershing system. 
d. First tier subcontractors: 
(1) Bendix Aviation (Eclipse Pioneer) : 
(a) $16 million. 
(0) Guidance and control equipment. 
(2) Bulova R. & D. Lab.: 
(a) $4.7 million. 
(6) Adaption kit W/H. 
(3) Thompson-Ramo-Wooldridge : 
(@) $2.5 million. 
(bo) Transport erector launcher. 
(4) Thiokol Chemical Corp. : 
(a) $13.5 million. 
(b) Propulsion. 
(5) Collins Radio: 
(a) $720,000. 
(b) Communications system. 
5. Douglas Aircraft Co.: 
a. Contract No. ORD-983. 
b. Fiscal year 1958 and fiscal year 1959, $96.8 million. 
c. Item: Launching area items, Nike-Hercules. 
d. First tier subcontractors: 
(1) Consolidated Western Steel: 
(a) $60.5 million. 
(bv) Launching items. 


Pr 


Chane 
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Tay 
00 Novy 
AIRCRAFT CONTRACTS 


2 ee eee 





Prime contractor and Approximate 
| contract No. Subcontractor value of Item 
| subcontract 
ac sincacigcanilipds tity ail hg I Ns tg 
Chance Vought Aircraft, Inc. | Bendix.......--------------- $2, 122,965 | Generator. 
NOas 58-115, Model F8U- | U.S. Rubber--_--_------.---- 877, 644 | Fuel cells. 
gp. Value of prime con- | National Waterlift--......-. 896, 822 | Cylinder assembly. 
tract, $148,774,351. General Motors-_-.-.--.----- 537, 719 Do. 
Liberty Products_-.....-..-- 808, 824 Do. 
Sargent Engineering --_------ 347,035 | Valve assembly. 
OR cc ceca 8, 760, 349 | Wing parts. 
Whirlpool Corp_--.-...------ 7, 412,456 | Tail parts. 
Grumman Aircraft_.......-- 3, 257,602 | Gear parts. 
North American.--.--..---- 11, 957, 761 | Midsection assembly. 
Intercontinental-_. 446,600 | Panel and beam assembly. 





470, 988 | Cowl assembly. 


Whirlpool Corp_-.--.------- 1,621, 106 | Fairing assembly. 
pO 870,614 | Duct assembly. 
Sargent Engineering - ------- 957,372 | Hydraulic cylinder. 
Menasco Manufacturing - --- 2, 219, 542 | Landing gear. 
North American -.--.-...---- 398, 295 | Ventral fins. 
Chicago Aerial. ............. 2, 865, 520 | Camera system. 


North American Aviation, | Collins Radio Co-- 


eee. emis 724, 898 | Communications navigation 
Inc. NOas 56-978-c, Mode! 


intelligence system. 


A3J. Value of prime con- | AiResearch Manufacturing 503, 452 | Air data system. 
tract, $151,807,606. Co. 
General Electric Co__._----- 651,650 | Master flight reference. 
Westinghouse Electric Corp. 1, 243, 931 | AC power system. 
Radio Corporation of Amer- 580,000 | Infrared detection. 
ica. 
\ pO ee 1, 254,771 | Radar jamming. 
oe ti ( tt Cibctcssmcscssnequccenned 315,633 | Ground control intercept 
system. 
Convair, Division of General 2, 345, 589 | Mapping radar. 
Dynamics. 
Link Aviation, Inc__..-.-.-.-- 2,621,929 | Flight simulator article. 
Eastman Kodak Co-._-_-.--- 563,000 | Television bombsight. 








Raytheon Co. NOas 58-151 | W. L. Maxon--_-...---....-- $520, 346 | Gimbal assembly. 
Sparrow III. Value of | Industrial Tool & Machine 432, 765 Do. 
\ prime contract, $72,219,514. Co. 
Stacy Machine Works...--- 771, 681 | Shell see hub block as 
sembly 
Federal Machine Tool. ----- 733, 089 Do. 
Illinois Gage Manufacturing. 359, 925 | Forward fin assembly. 
Raytheon Co. NOas 59-0170! | Federal Machine Tool------ 755,485 | Shell and hub block as- 
Sparrow III. Value of sembly. 
prime contract, ‘$64,639,413. | Stacy Machine Works------ 755, 594 Do. 
Illinois Gage Manufacturing- 420,000 | Forward fin assembly. 
— Tool & Machine 442, 500 | Gimbal assembly. 
0. 
AO eee 567, 728 Do. 
Markite Oorp........-...... 389, 515 | Potentiometers. 
acetal a at eae 394, 940 Do. 
Lockheed Aircraft Corp. | Aerojet-General Corp----_--- 17, 193,033 | Rocket motor components. 
NOrd 17982 (FBM) Polaris. |___-- eS a 722, 989 Do. 
Value of prime contract, |_...- Rk See 43, 000, 000 Do. 
ee ES céskacocacsk ees 3, 161, 102 Do. 
General Electric Co__._--.-- 6, 431, 922 | Gyro guidance components. 
amend Ti hccnwoesenkeGhaledannend 14, 415, 443 | Guidance systems. 
Brush Beryllium Co.------- 336, 600 | Beryllium components. 
eal ek oo a nnieecateatine 516, 000 Do. 
General Dynamics Corp. | Norden-Ketay, Norden Di- 863,323 | Transducers and function 
NOrd 18068 Terrier. Value vision of United Aircraft. generators. 
of prime contract, $6,235,085. | Moog Valve Co., Inc.__.___- 448,000 | Transfer valve. 
Thompson Products_---_-_-.- 3, 383, 251 | Auxiliary power supply ro- 
tating hardware. 
Summers Gyroscope Co._._- 412,484 | Free gyros. 
Detroit Controls, Division 522,285 | Rate gyros. 
of American Standard. 
Sanders Associates. -._.....-- 605, 742 Do. 





' The subcontracts under Contract NOas 69-0170 have not yet been executed, but it is anticipated that 
they will be in the amounts shown. 





114 MILITARY PROCUREMENT 


Navy—Continued 
SHIPBUILDING CONTRACTS 























iam ss a ie 
Prime contractor and Approximate P 
contract No. Subcontractor value of Item 
subcontract 
piensa Setennne Seerii og |} $n oaths 
Newport News NObs 3959. | Bethlehem Steel_...-...---- $626, 357 | Rough machined stee] forg- | Westi 
Value of prime contract, | ings. NO 
$160,000,000 (estimated). NO a acini 638, 337 Do. prin 
Erie Forge & Steel_____- es 610, 842 Do. i Conti 
General Electric Co___------| 712, 500 | Pumps, turbines, ete. ufac 
Cleaver-Brooks Co-.-._..---- 405, 183 | Distillation units, pumps, 7524 
ete. trac 
Westinghouse Electric Corp. 1,030,000 | Motors and motor controls ted) 
for miscellaneous deck aux. 
iliaries. 
4 .do_ 1,110,000 | Switchboard equipment, 
General Electric Co_ 4, 773,000 | Generators, regulators, ete. 
Westinghouse Electric C orp. 611,000 | 2 ship service steam turbing 
} generator sets. 
Cleveland Diesel__-..--...-.- 706, 500 | Emergency diesel generator i 
sets, ete. j 
| C. H. Wheeler Mfg. Co-__--| 454,951 | Stores handling equipment, 
Jal | 374, 765 | Electro hydraulic windlasses, 
Ww estinghouse Electric Corp 3, 016, 965 | Airplane elevators, ete. 
Stratos Division of Fair- 321,070 | Air cycle type cooling units, 
child Engine & + ARO. 
New York Shipbuilding Corp.| U.S. Steel- 1, 020, 735 | Steel. 
NObs 3743. Value of MR ee, eee | 855, 462 | Do. 
prime contract, $120,000,000. — i gen dihaitenalbinind | 333, 936 Do. aan 
SED. ios a Apsciaeentedsatieks 446, 316 Do. 
BA te icon a @inbine | 431, 769 Do. | 
i ual 308, 838 Do. \ 
Ces ee 465, 056 0. > pri 
SS a Sica Se Sere | 402, 937 Do. 0 
I inate sete sini | 306,207 | Pumps, fuel oil, lubricating 
| oil, diesel oil. ' — 
Allis-Chalmers.--.......-.--- | 483,087 | Pumps. ; 
Bethlehem Steel_-_----..----| 361,120 | Propeller shafts. 
(PACE enomedaeds coe 521,681 | Intermedials and stern tube 
shafts. 
A ae 403, 509 | Line shafts. mer 
WwW estinghouse Electric Corp-| 311,975 | Main condenser and air 
ejector. Sub 
a RS ee 460,990 | Elevator. . 
Bethlehem Steel - ----------- 352, 140 | Propeller. 
ITE -. 1, 016, 016 | s/s/Switch gear and S board. 
WwW estinghouse Electric onp 5, 189, 182 | Deck edge elevator. 
Okonite-_-___- Yio § 374, 064 | Cable. 
General Electric____------ 353, 542 Do. 
Fairbanks Morse... -------- | 410, 758 | Emergency diesel generator 
| sets. 
|, i we on ncnecen 770,790 | Bomb and ammunition de 
vator. 
Struthers-Wells-__......-.--- 388, 320 | Steam receivers. | 
Eastern Cold Storage _-_.--.-- 1, 881, 333 | Insulation. | 
os ee 373, 538 | Steel. 
Western Gear Corp-..------ | 310, 378 | Steering gear. 
Re | 372, 635 | Anchor windlass. 
o> & Pee 335,845 | Power.and lighting pagel. 
C. H. Wheeler. 448, 800 | SASS handling gear. 
Lukens Steel and United 341, 228 | Steel. 
States Steel 
RO ea 1, 252,416 | Track cover assembly for 
catapult. 
Southern Steel & Stove Co._ 720, 232 | Crew berth locker units. 
Superior Steel Door & Trim | 401, 761 | Furniture. 
Co. | 
United States Steel........-- 490, 500 | Steel. 


synergies aati eset caetaarearenacnreecaccaiccnnsiae 
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Prime contractor and 
contract No. 


a 

Westinghouse Electric Corp. 
NObsr 75417. Value of |. 
rime contract. $9,490,745. 


Continental Electronics Man- 


ufacturing Co. NObsr 
75244. Value of prime con- 
tract, $38,673,072 (estima- 


ted). 





MILITARY 


Navy—Continued 


PROCUREMENT 


ELECTRONICS CONTRACTS 


Subcontractor 


ITE Circuit Breaker Co_. 


Radio Corp. of America 
Sam Volpe Co., Inc. 


John ¥’. Beasley............. 

Lapp Insulator Co___----- 

Ideco, Inc._-_- 

Nat Harrison 
Inc. 

ideas a: ode 

Maloney Electric _ _- 


“Association, 


Anaconda Copper Co-_- ; 

Consolidated Construc tors, 
Ine. 

Gilwyner Co., Inc__-..---- 


ITE Circuit Breaker Co--_- 


Lima-Baldwin Hamilton 
Co. 


.| 


| Approximate 





value of 


subcontract 


$412, 800 
514, 500 
372, 600 
3, 179, 400 
8, 090, 420 
1, 164, 524 
1, 091, 847 

887, 050 


9, 544, 000 
414, 900 


419, 730 
2, 517, 998 


751, 608 
353, 900 
1, 992, 000 





Item 


Antennas. 
Do. 

Tubes. 

Towers and anchors founda- 
tions. 

Towers. 

Insulators. 

Hoists. 

Electric underground 
system. 

Radiation system. 

Ice melting power supply 
equipment. 

Copper for ground system. 

Powerplant. 


dist 


Equipment rental for ground 
system installation. 

Powerplant electric appara- 
tus and machinery. 

Diesels and generators for 
powerplant. 





Air Force 


Prime contract: Martin Co., Denver, Colo. 


CPFF Contract AF 





04(647)56 (Titan missile, spares, and support equipment) ~.--- $385, 500, 000 
Approximate 
Subcontractor Item value of sub- 

contract 





— ———_—_—_— 


Subcontracts over $300,000: 


AiResearch Manufacturing Co., Phoenix, Ariz.| Valves, vents, relief pressurization $13, 245, 000 
system. 
Aerojet General, Azuza, Calif_...........-.--.. Launch control and checkout equip- 1, 000, 000 
ment. 
Aerojet General, Sacramento, Calif.....-....-- Propulsion components. -...---..--.-- 1, 450, 000 
Ampex, Redwood City, Calif.......---.------.- SI tn cuicGcnkanwesonndade ind 380, 000 
Arnoux Corp., Los Angeles, Calif ....-..------ Balancing power units. -._......----.-- 620; 000 
— Missile Products Corp., Pomona, | Stand instrumentation......-- eked 19, 926, 000 
alif. 
Bendix Aviation Corp., Detroit, Mich___....-- NG ks cantina sncketin eaublinw Ae 859, 000 
“— Electric Manufacturing Co., Paterson, | Sensors and indicators__.......-- aac 672, 000 
Cadillac Gauge Co., Detroit, Mich--..-.-..-.-- Actuator assembly ---..........-.--.-- 756, 000 
Champion Co. , Springfield, a Fuel and LOX tanks...............-... 669, 000 
Chicago Bridge & Iron Co., Philadelphia, Pa..| Test equipment-...........-.....---.- 892, 000 
tin K. Eby Construction Co., Wichita, | Test stand and test cell modification. - 1, 744, 000 
ans. 
— ee Research Inc., Ridge- | Telemetering equipment.-_...........- 3, 950, 000 
eld, Conn. 
meer Oo:, Littioton, Ole... .........6..<ekes- Test cell construction. -...............- 4, 543, 000 
Future-Craft Corp., El Monte, Calif........-- CO Ta 1, 287, 000 
Giannine Corp., Pasadena, RE eiceiwrech CU iiss be erecnctiwenenené 935, 000 
Grand Central Rocket Co., Redland, Calif.._-| Solid rocket components. .........-... 984, 000 
Hokanson Co., Inc., Los Angeles, Es oad Ground support equipment-.-_-.._--. od 364, 000 
Kaiser Steel Corp., ‘Los Angeles, Calif......._- PIII os ones neriienmainn pibienateatednied 9, 705, 000 
Kin-Tel Corp., _lekconersiy > —elnaanetaiaeriateasias DANN ao sscscsccteese sce 509, 000 
Melpar, Inc., Falls an ca do__- ae a 365, 000 
Minneé ipolis-Honey well, M inneapolis, Minn_. Amplifier sy RE sence k cae 2, 634, 000 
Moog Valve Inc., East Aurora, NY-_--.-.------ Hyareauite sotuatore...............-.-- 1, 408, 000 
North American Aviation, Los Angeles, Calif- Trainstainers for 1st and 2d stage____-- 1, 185, 000 
Reeves Instrument Corp., New York, NY-_.-.-| Amplifier integration system_-_-_..-.- 1, 800, 000 
Rheem Manufacturing Co., Riviera, Calif__._- Signal conditioner and checkpoint 4, 731, 000 
console. 
Robertshaw-Fulton Co., Ang heim, Caltf,...<... Regulator assembly ..................- 2, 609, 000 
Sonotone Corp., Elmsford, BRE 3 Tavots Ria arsereintning pg eS 530, 000 
Tele-Dynamics Inc., Philadelphia, Nee re OGMIIRISIAG TOOCIVER 2.2 nc nccccscocen 1, 970, 000 
Texas Instrument C i IN ns cain Signal conditioner -_.- e io 1, 000, 000 
Transonics Inc., Denver, Colo.........-.------ PEPIN fee oth seiner cessicoiemrence ee eatdeeiss 668, 000 





—_—_———— eee 
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MILITARY PROCUREMENT 


Air Force—Continued 




















Prime contract: General Electric Co. Syracuse, NY. CPFF 
Contract AF 04(645)12 (guidance equipment for the Atlas 
missile) _..._...---------.----.-----_-.-----------~---.--—-. $184, 000, 009 
—_—]}—_—_}—_— 
Approximate 
Subcontractor Item value of sub. 
contract 
a —— 
Subcontracts over $300,000: 

Airborne Instruments Laboratory, Mineola, Filter-mixer assembly_-............__. $439, 000 

Goodyear Aircraft Co., Akron, Ohio_-.-__.-.-- Antenna and blister...-............... 510, 000 

Stromberg-Carlson, Rochester, N.Y--....---- oh RINE oo dn on avcicwcnccauenuth # 14, 333, 009 

Ampex Corp., Redwood, Calif.____- .| Recorders_.------ ur ieahsasviacna dee 1, 324, 000 

—— Bronze, Garden City, Long Island, Antenna ‘ 1, 946, 000 

Goodyear Aircraft Co., Akron, Ohio._......--- NN i ital bivecanasanweneecslid 490, 000 

Henney Motors, Canastota, N.Y_- IN ns as 415, 000 

Riverside Plastics, Hicksville, Long Island, IN Malin See Ghigo cnnik ep eniousa mucin 600, 000 

University of Chicago, Chicago, Ml_.-_..------ pmpermerence Stay... ........2-2.5..<. 381, 000 

National Co., Malden, Mass-_-_-_-.---_--- III A dhs oo cucnceucasadeadl 9, 100, 000 

Stanford Research Institute, Palo Alto, Calif._| Antenna intel ict ae k Gakialaintaltincaial 329, 000 

yanes, Palo Alte; Call. ..................2.... Recorders. . iain 712, 000 
Prime contract: Boeing Airplane Co., Seattle, Wash. FPIC Con- 

tract AF 33(600)-34694 (KC-135 aircraft, spares, and support- 
OE) ccc ssc eneeceneneneeceesenne $243, 914, 974 
Approximate 
Subcontractor Item vues of sub- 
contract 
Subcontracts over $300,000 

Vickers, Inc., Detroit, ei ine oie an I a aa einiaininia dc aeaicbhiainmie wcataeiee $329, 733 

Rohr Aircraft Cg NR, Een ccicul SNE DIRE nccbasanésuncusinecéadwieebe 860, 122 

New York Airbrake i Ec ok oc cnn cccneccenanccndauman 

Northrop Corp., Hawthorne, I cscaioninicabdbediil Fuselage-aft._____- 5, 605, 841 

es eh Aviation Corp., Monrovia, Calif---- a aileron 900 

hehseb ees cone aanesp cheater intee leh sends] on angen cnen sso re cesapsconsnecesgeensncs 509, 900 

Rohr Aircraft Corp., Riverside, Calif__-____-_- Stabilizers and elevators. ..........._- 6, 829, 789 

Ryan Aeronautical Co., Inc., San Diego, Calif.| Body structure -____- 4, 802, 000 

Robr Aircraft Corp., Riverside, GAM o cases vue Pee strut assembly and T. E. 1, 582, 282 

airing. 

SDS bin cnahpatptdeedaddcadutdeudincdaknow teks ste Power pak cape i ee ak ee 9, 270, 917 
Fireman Manufacturing Co., Portland, | Control stand...../.............------ ” 600 
Twin- in Coach Cag ae DEE sci icin igen skh Fin and rudder assembly. - ........-.-- 5, 538, 113 

i, nnnesudtdStsSESEETSSODE eg ebblaectesuchave SONNE MOGUNE. 2. bbbad i tenacsscuc lene 477, 292 
Cleveland Pneumatic Industries, Cleveland, Ohio..| RH oleo and truck assembly_..._..-.- 1, 664, 514 
Rohr Aircraft Corp., Riverside, Calif.__._......_-- Outboard strut and T. E. Fairing.-._- 1, 585, 200 


Monrovia Aviation Corp., Monrovia, Calif 
Twin-Coach Co., Buffalo, N.Y.......------------- 
Northrop Corp., "Hawthorne, Calif....._...._... 
Aeronca Manufacturing Corp., Middletown, Ohio 
_— Engineering Co., South Norwalk, Conn..---.. 

orp., Kingston, isk cccsiibealanaihaidinininmen 


Do 
Cleveland Pneumatic Industries, Cleveland, Ohio__ 
Hydro-Aire, Inc., Burbank, Calif 


Outboard mam gear and door_...._--- 310, 310 


TT I, ohn cone oneeceicad 466, 

tO GRE a are eet 8, 638, 890 
Wing center section. .................. 2, 603, 911 
gf eee eat 630, 240 
Support assembly, trunnion, M. 621, 373 

landing gear. 

Trunnion support assembly_-.........- 616, 631 
Oleo and truck assembly ---_.......--- em 


«arm compressor for valve assem- 
y. 





prime 
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MILITARY PROCUREMENT 


Air Force—Continued 
prime contract: Republic Aviation Corp., Farmingdale, Long 
Island, N.Y. CPIF Contract AF 33(600)-32216 (F—-105B aircraft 
spares, and supporting equipment) __________________________. $232, 000, 000 


ee re ee ee ee ae 


Approximate 
Subcontractor Item value of sub- 
contract 
gee en neonate 
Subcontracts over $300,000: 

Bendix Aviation Corp., South Bend, Ind.__.-_. a ili ah ntnes Schanhinbed $458, 000 
General Electric Co., Johnson City, N.Y-_-..-.- Flight control system_-_-_............-- 2, 716, 000 
DE Dnt ce nncnsepdenethwindsaiccniesaadicok XNA-8 fire control system__....._._.- 3, 218, 000 
Collins Radio, Cedar Rapids, Iowa. ...--....-- Communication instrument and navi- 5, 082, 000 


gation system. 





Prime contract: Convair Division, General Dynamics, Ft. Worth, 
Tex. CPIF Contract AF 33(600)36200 (development and manu- 
facture of B/RB58A aircraft, spares, and support equipment)__ $625, 725, 736 
















Approximate 
Subcontractor Item value of sub- 
contract 
Subcontracts over $300,000: 
pee, Electric Manufacturing Co., St. | Active defense system-___.............- $24, 716, 494 
Louis, Mo. 
Hamilton Standard Division, United Aircraft | Air conditioning systems_............- 6, 682, 396 
Corp., Windsor Locks, Conn. 
Westinghouse Electric, Lima, Ohio............| Alternator drive systems. ._......._..- 6, 921, 260 
Eclipse-Pioneer, Teterboro, N.J...--.--------- Antipilot and power control system-_-.- 31, 378, 928 
Bendix Radio, Baltimore, ee Civil navigation air system and UHF 683, 571 
communication system, 
Magnavox Corp., Ft Wayne, Ind---.-.-....-.-- Communication system_---....-.....- 1, 676, 175 
Melpar, Inc., Falls Church, a onitaras cd Data reconnaissance system-__......--- 4, 183, 204 
Advance Industries Corp., Cambridge, Mass..| Indirect bomb assessment system... -- 2, 019, 687 
Motorola Corp., Phoenix, Ariz_...---.-....-.-. Military navigation aid system. - ----- 7, 421, 039 
Sperry —— Corp., Great Neck, Long | Primary navigation and bombing 117, 262, 522 
Island, N.Y. system. 
Sylvania Electric Products, Waltham, Mass_..| Passive defense system__.-__......-.-- 42, 595, 935 
Industrial Products Division, I.T.T., San | Power supply system. ............_-- 2, 156, 780 
Fernando, Calif. 
ee Co., Minneapolis, | Inlet spike positioning system_......_- 1, 608, 781 
inn. 
Bendix-Pacific, North Hollywood, Calif. --...-- II NN occ cnainvaninincnacnce camel 781, 533 
Hughes Aircraft, Culver City, Calif.........-- UHF long range communication 4, 273, 633 
system. 
Stanley Aviation, Denver, Colo.._._-...---.-- Design and develop escape capsule 6, 243, 170 
system. 
Rohr Aircraft Corp., Chula Vista, Calif......- Stainless steel brazed panels 523, 953 
Solar Aircraft Co., San Diego, Calif..........-.|_.... Sulbernasohiedcan eek bse tantadm ies 975, 162 
Pryor Manufacturing Co., Brazil, Ind__..-...]..... MaDe Sdiieethoe daniel 1, 247, 898 
— Manufacturing Corp., Middletown, .|.---- int foie chains brace oninetaomaniaelioian 1, 001, 219 
0. 
Manesco Manufacturing Co., Burbank, Calif..| Main and nose landing gear_....._.--- 2, 723, 321 
Goodyear Tire & Rubber Co., Akron, Ohio...| Wheels and brakes_._..............--- 348, 897 
— Manufacturing Co., Fort Worth, | Jet engine starters_..............-...-- 1, 349, 460 
ex. 
American Electronics, E] Monte, Calif. ......- Air conditioning carts__............-.- 342, 200 
> 2 SS eee eee Pod handling equipment-............- 1, 720, 639 
— Division, United Aircraft, Milford, | Pressure radio transmitter............- 902, 575 
mn. 
— Standard Division, Windsor Locks, | Hydraulic pumps.-..-................. 354, 496 
onn. 














































Subcontracts over $300,000: 
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Air Force—Continued 


Prime contract: Hughes Aircraft Co., Culver City, Calif. CPFF 
Contract AF 33(600)33782 (MA-1 systems, spares, and support- 


OIE ) eccrine eee eeeereticienie $147, 779, 144 
ee 
Approximate 
Subcontractor Item value of sub. 

contract 
—- Neicaicaicbeilii a 





Bendix Aviation Corp., Eclipse Pioneer Divi- 
sion, Teterboro, N.J., and West Coast 
Division, Burbank, Calif. 


Air data computers and compensators $8, 723, on 
and signal data converters. 














1 Bee PRES BI eens NE PUD iirawteeendcnwnneneeesientt . 419, 0 

Beaten ng ne ee EE 378, 00) 

Servo Mechanism, Inc., Hawthorne, Calif., Chest set air data computer__.....____ 656, 000 
and Westbury, N.Y. 

Sperry Gyrosco sonane, Great Neck, N.Y., and | Converter, signal data and controls__.. 1, 600, 000 
El Sequndo, Calif. : 
Electronics Communications, Inc., St. Peters- | Communication equipment and data 7, 800, 000 

burg, Fla. link. 
Hazeltine Corp., Long Island, N.Y-_-..-------- Communication equipment. --_-__.._._. 701,000 
Federal Telephone Division, I.T. & T., | Control channel selector, receiver in- 4, 000, 000 
Clifton, N.J. terrogator, transmitter. 
Liquidometer, Queens, N.Y __......----.------ Indicator control and assembly.-_...-.- 670, 00 
Kearfott Co., Inc., Little Falls, N.J._.-...---- MA-1 control equipment_...........__ 8, 900, 000 
Stromberg-Carlson, Rochester, N.Y --.-.------ Signal data link subcarrier----_......__ 1, 200, 00 
Stromberg-Garlson, San Diego, Calif. -_-.......|.Radio beacon simulator. -_--........... 1, 000, 000 
Eclipse Pioneer Division, Teterboro, N.J_....- Maintenance’ spares.-_........... 1, 000, 000 
Electro Instrument, Inc., Glendale, Calif. ..._. Ground support test equipment 345, 000 
Electronics Communications, Inc., St. Peters- | Depot tools and test equipment and 1, 527, 00 
burg, Fla. maintenance spares. 
Federal Telephone Division, I.T. & T., Clif- | Maintemance spares................... 344, 000 
ton 
es nO NE I ot kD ann andpanacehonssceeneune 866, 000 
Kearfott Co., Inc., Pasadena, ee one Depot tools and test equipment ...__.- 369, 000 
Stromberg- Carlson, San Diego, Calif ninibeandteard Maintenance spares--.........-...-.-. 377,00 
Jack & Heintz, Cleveland, 7 aE Generators and voltage regulators-__._- 2, 219, 000 
Paul Hardman Systems Engineering Divi- | Electronic maintenance stands--....-_. 756, 000 
sion, Los Angeles, Calif. 
Collins Radio, Cedar Rapids, Idaho.__..-....- eee 870, 000 
Servo-Mechanisms, Inc., Hawthorne, Calif....| Magnetic amplifiers.............-.-..- 321, 000 
Minneapolis-Honeywell Regulator Co., Santa | Gyroscopes..............--.------.-... 341,00 
Clara, Calif. 
wr 4 Instrument Corp., Santa Monica, |-...-- Sieadsdecanehsadneaneneemeananmme 338, 000 
Hughes Products, Culver City, Calif.......... a ieee 1, 500, 000 
En NRG Uk dt oe. coaksocateancn: IN ods ow amnsinmpetacnacnent 1, 100, 00 
Microwave Development NB 8 a ne may vee 370, 000 
ington, Mass. 
Prime contract: Boeing Airplane Co., Wichita, Kans. FPI Con- 
tract AF 33(600)34670 (B52G aircraft, spares, and supporting 
ali inn Shih ncnintssameenapele nasininieihneneiesammaashieabubiced bointbcleiaste teres $354, 965, 813 
Approximate 
Subcontractor Item value of sub- 
contract 
Subcontracts over $300,000: 
Aeronca California Corp., Los Angeles, Calif..| Wing fuel tanks. -__- eeeeae $1, 677, 069 
= Manufacturing Corp., Middletown, | Spoilers, rudder, elevator; ‘doors.....-- 8, 325, 338 
Ohio. 
Airtek Dynamics, Inc., Los Angeles, Calif---_- Miscellaneous machine details, nacelle 775, 336 
and drag strut fittings. 
Bendix Aviation Corp., South Bend, Ind__....| Landing gears __-_-- tacsanienaiiaiee 3, 262, 627 
Castle Industrial, Inc., Everett, Wash_.__----- Bombing-nav igation CNS, 888, 337 
Cessna Aircraft Co., Wichita, Kans__ Horizontal stabilizer__..._...--- Bo 6, 083, 153 
= Pneumatic Tool Co., Cleveland, Ne  cawmmoeene 4, 047, 273 
Ohio 
Continental Can Co., Inc., Coffeyville, Kans..| Fuel decks, bulkheads, section 43 side 7, 766, 473 
panel. 
Detroit Kellering Co., Detroit, Mich._........| Large profile mill items ; 562, 204 
Fairchild Aircraft Co., Hagerstown, Md---..-- Outboard wings, vertical fin, section | 28, 511, 187 


43 top panels. 


itpiapembaimmnaei —— 


jum thm ence ee. tebe. 2 


—_ 
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Air Force—Continued 


a «ar Sie.) . ts Et atitall att orne sie oe 


Subcontractor 


ee 
ts over $300,000—continued 
re Bros., Machine and Gear Corp., 
Chicago, Tl. E 
Goodyear Aircraft Corp., Akron, Ohio-__--_---- 
Goodyear Aircraft Corp., Litchfield Park, Ariz. 
Irin Fireman Manufacturing Co., Portland, 








Oreg. 
Kaiser Aircraft & Electronics, Richmond, Calif. 
Lakeside Aluminum Co., Minneapolis, Minn. 


H. W. Loud Machine Works, Inc., Pomona, 
Calif. 

Midwest Division, American Machine Co., 
Inc., Indianapolis, Ind. 

Murdock Machine & Engineering, 
Wichita, Kans. 

National Presto Industries, Inc., Eau Claire, 
Wis. 

Pacific Mercury Television Manufacturing 
Corp., Joplin, Mo. 

Rohr Aircraft Corp., Chula Vista, Calif. _-.---- 

Temco Aircraft Corp., Dallas, Tex_........---- 

Twin Coach Co., Buffalo, N. Y-.....---.------ 

Vard, Inc.,.Pasadena, Calif...........-...-...- 

Weber Aircraft Corp., Burbank, Calif_......-_- 

Zenith Plastics Co., Gardena, Calif.........__- 

Western Gear Corp., Lynwood, Calif_.....---- 

Paramount Products Corp., Inc., Peabody, 


Inc., 


Mass. 

Airesearch Manufacturing, Los Angeles, Calif. 

Alleghany Ludhem Steel Corp., Pittsburgh, 
Pa 


Aluminum Co. of America, Pittsburgh, Pa_-__- 

American Brake Co., Kellogg Division, 
Rochester, N.Y. 

Bridgeport Brass Co., Chicago, Ill...-.-------- 


Collins Radio Co., Cedar Rapids, Iowa..-.---- 
Dow Chemical Co., St. Louis, Mo__._-...-.-- 
General American Transportation Corp., 
Plastics Division, Chicago, Ill. 
B. F. Goodrich Co., Akron, Ohio__._._..._.__- 
_— Tire & Rubber Co., Los Angeles, 
alif. 
Harvey Aluminum, Torrance, Calif_......___- 
Hishear Rivet Tool Co., Los Angeles, Calif___- 
HydroAire, Inc., Burbank, Calif___.___..____- 
Irving Airchute Co., Inc., Glendale, Calif____- 
Jack & Heintz, Inc., Cleveland, Ohio__..__..-- 


Kaiser Aluminum & Chemical Sales, Inc., 
Kansas City, Mo. 
Land-Air Inc., Los Angeles, Calif 
Lear, Inc., Grand Rapids, Mich___..._...._-_- 
Liquidometer Corp., Long Island City, N.Y-- 
New York Air Brake Co., Chicago, Il_......_- 
Parker Aircraft Co., Los Angeles, Calif._...__- 
Reynolds Metal Co., Richmond, Va__._..___-_- 
me, one Manufacturing Co., San Gabriel, 
alif. 
Standard Pressed Steel Co., Jenkinstown, Pa-- 
Stewart-Warner Corp., Indianapolis, Ind_____- 
Statos Division, Fairchild Corp., Bay Shore, 
Long Island, N.Y. 
Sunstrand Aviation Division, Rockford, Ill_-.- 
Thompson Products, Inc., Cleveland, Ohio__-- 
United Controls Corp., Seattle, Wash._...._.- 


U.S. Rubber Co., Chicago, Ml__...........-_.- 
VOI-Shan Manufacturing Co., Culver City, Calif. 
Weatherhead Co., Cleveland, Ohio_..____-___- 
Whittaker Controls Division, Los Angeles, Calif. 
Wyman-Gordon Co., Worcester, Mass.___-..- 


MILITARY PROCUREMENT 


Approximate 
Item value of sub- 
contract 
Stabilizer trim mechanism assembly --. $598, 544 


I 1, 033, 928 
Wing center section. -................- 7, 832, 091 
Control stand actuator, control 988, 612 


column hoist, machine details. 
Large profile mill items____.........-- 
Splice plates, rib and flap carriage 
assemblies. 
Large profile mill items, access doors 
and ASM fittings. 
Large profile mill items._...........-- 


2, 319, 160 
946, 296 


624, 235 
1, 686, 677 
1, 093, 909 
1, 428, 196 
2, 296, 496 


Machine details, fittings. ............- 


Flap track rib assemblies and splice 
fittings. 
Fre Ns Ho bated orice nenun dips 


Power pods, struts, flap tracks__--_-_- 27, 953, 018 
Sections 47, 48, and 49 fuselage_...__-- 19, 319, 070 
OI nnn cnmcneamcmeabe 4, 372, 683 
Landing actuator, wing flap screw-_-__- 1, 427, 825 
oho wien una subenenadeasa 1, 599, 255 
Outboard wingtins...........-nn<<s0see«- 793, 385 
Power units and wing flap screws_-__-- 879, 717 
Ground handling equipment---_-_....-- 892, 845 


Valves, pumps, coolers, actuators, fuel 
heaters, heat exchanger. 
Stainless steel sheet and bar_.....--.--- 


1, 117, 584 
443, 669 






Wrought aluminum products_-..----- 


4, 268, 266 
Water pumps-_---....--- Pega nemedeed 


337, 680 


Aluminum extrusions, bar, rod, and 


313, 480 
forgings. 


Adapter and couplers... ........------ 472, 640 
Magnesium products, chemicals___.-_- 924, 116 
I tea ora nn mittenancteanabansed 457, 530 


Fuel cells, rubber components___-___-- 1, 076, 529 
eae Sa ee 602, 880 
I a le lace oan 361, 407 
eee a 610, 956 
WRT Oe Ge PIE ao ck céecnsesncasen 543, 780 
NO i niece ° peice 413, 927 
Actuators, switches, motors, and re- 353, 055 


ays. 
Wrought aluminum products and RF 


487, 463 
cable. 





Flare dispenser system__-__-__....---- 300, 057 
IIE ia iSatdbcunciuec cece wswecin 519, 427 
Fuel gaging systems__................. 1, 100, 849 
I aarti cs wsee occas naam ae arr 457, 786 
FIR ss crapendigti ico) ak eee arena weraiaraecberens 322, 600 
Wrought aluminum products-_--..____- 2, 388, 988 
Valves, filter assemblies, and hy- 389, 117 


draulic switches. 


Rivets and bolts__--_-- eae acinomae 4, 296, 092 
Coolers, fuel heaters_................-- 1, 122, 637 
Air-conditioning systems_..........._- 657, 109 


Alternator drive system___.........-_- 5, 206, 413 
tense pl tl leant 300, 178 
Flashers, controllers, panels, sensors, 732, 580 


regulators. 


Fuel cells and rubber components..-__- 1, 544, 350 
Rivets and bolts.............- semaine 3, 235, 230 
Hose assemblies, couplings, and boots_ 543, 341 
Valves and actuators_____- pacicheleatneanis 366, 765 
IS Re Si tenincdncnnitin duces oniveen 463, 947 
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Air Force—Continued 


Prime contract: Douglas Aircraft Co., Santa Monica, Calif. CPFF 
Contract AF 04(647)114 (Thor missile, spares, and supporting 























I eee ere nceesneneeneeesennseeeeenccnenenn $182, 500, 000 
i 
| Approximate 
Subcontractor Item value of sub. 
contract 
cae = aaa naeeciniiiia ———engheenie ine. 
Subcontracts over $300,000: 
Almeco, Santa Monica, Calif. ......-.-..------ Ground support equipment. -___.._.__. $2, 500, 000 
Cambridge Co., Lowell, Mass_-------------- en cies a= ciateeh ana ee 5, 400, 000 
“es & Chemical Corp., San Jose, | Ground support equipment_-___.______ 13, 750, 000 
Yalif. y 
Fruehauf Trailer Co., Los Angeles, Calif------ -  eamere nay yl 4, 600, 000 
North Electric Co., Gallion, Ohio. _........--- Communication equipment---_-.__. 2, 230, 000 
Packard Bell, Los Angeles, Calif ----.....-.-- Electronic control equipment . ee 8, 087, 000 
RCA Engineering Products Division, Los |-_---.- i iiniccissuctsnte aibinieatominaiten aw seme 2 150, 000 
Angeles, Calif. ; 
Prime contract: Convair Division, San Diego, Calif. FPI Con- 
tract AF 33(600)31174 (F-102 aircraft, spares, and supporting 
ND caicteeiint ncaa cienncscencsetnaremmentmnen-anenecinih-sccucisntane sae $490, 108, 851 
Approxima 
Subcontractor Item va of - 
contract 
Subcontracts over $300,000: 
American Air Filter Co., Inc., Louisville, Ky..} MD- : NN a ia ete $1, 228, 835 

Do. ......-..---..--..---------------------]----- 2, 862, 784 
Arnholt Corp., Wareaw, Ind.........+--..--.. MD- 2 hydraulic test stand........___- 1, 635, 701 
Firewell Co., inc., a IEG Scan caer nccesesecsahnabd 691, 386 

ee inten ee tc ona tnenetews RS onsite oat asenneenneanageaeed 335, 000 
H — Standard Division, Windsor Locks, Refrigeration ND, cc citict itemize 790, 313 

onn. 

Houdaille Industries, Buffalo, N.Y -.---------- rE ND RE. «own ne neon nnesenecesel 617, 460 
Hughes Aircraft Co., Culver City, Calif..._.-- MG-3 special test equipment _ -_--__-_- 533, 466 
Keco Industries, Inc., Cincinnati, Ohio-------- MA-8 air conditioner . -_.-.....-.-.-.- 1, 526, 400 
Menasco Manufacturing Co., Burbank, Calif._| Nose landing gear assembly - ---------- 1, 787, 160 

a Ree hah i ders dedicate gti nibbeeeeis Main mane gear assembly - - -..-.--- 2, 162, 465 

ee ne ete oan eawetonoed RTE canes ccmtinanbnmnuye geaaiall 337, 203 

Do cat TUR icad Scale tees os ware censored 399, 667 

Minneapolis- Honey well, Minne: apolis, “Minn___--- Flight control field tester .- 498, 122 
Nash Engineering Co., South Norw alk, Conn_._..| Fuel pump booster 329, 586 
Randall Engineering CGorp., Culver City, Calif....| Cylinder assembly -...............-... 418, 117 
Nasn Engineering Co., South Norwalk, Conn_..-.| Fuel booster pump---..----.---..------ 329, 586 
Shelley Associates, Inc., El] Segunda, Calif__-____-- i ae ae 809, 280 
South Bay Manufacturing Co., Los Angeles, Calif_| Trailer. : 580, 000 

ey .do aoa 1, 094, 975 
Sprague Engineering, Gardena, “Calif. - MC-3 hydraulic test equipment - ae 982, 124 
Stinson Aircraft Tool & Engineering Co., Chula Engine removal stand-__.........-.---- 489, 267 

Vista, Calif. 

a a a Sa eS awn 338, 175 
Thompson Products, Inglewood, Calif .....| Fuel booster pump_.--- asian cued 556, 933 
Vickers Inc., Torrence, Calif..................- Praene cant ois dean ade 314, 875 

UR ARRINOG COTE cpa aie rcerie ala Oe ee oes ‘ 486, 765 

ee ees tee Sos eee eee a Le Te ee ee 1, 466, 820 

Ne ee ee ere do 300, 000 
Weber Aircraft Corp., Burbank, Calif. I A 582, 871 

eee er nn ee a a lan .do 323, 704 
— arch M anufacturing Co., Los “Angeles, Transducer-control_- 421, 783 

alif. 

BNO cath nine Sati nar le cea ee 379, 240 
Abrams Instrument Co., Lansing, Mich___- CaReAO nn cnn 345, 773 
Minneapolis-Honeywell, Minneapolis, Minn__| Demodulator..........-..-.----------- 342, 536 

ee ee cic eee eae Gyro package ik acoiaenue saan 770, 952 
On ee MR. od is nknieeeeetprensennetpesatiien 304, 033 
Vickers, Inc., Torrence, Calif.................. a SIL, «cuit Sip cerchninatneeneaile 600, 300 
Kearfott Co., Inc., Little Falls, N.J- NINE aa diese tcamtekesso< cane 441, 968 
en Manufacturing Co., Los Angeles, NE GERETIONY,. 5. nn cncconsceccunns 646, 300 
ali 
Moog Valve Co., Inc., Los angen eae Electrohydraulic valve... -_--..-..------ 769, 562 
a OE Te | 1, 797,982 
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Air Force—Continued 
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| Approximate 
Subcontractor Item value of sub- 
contract 
eed. ici icteionatbatrineaieinscel iit dacttecntih lahat dnl tails intneitegiecahatihah drank ake 
tracts over $300,000—continued 
Cee: Manufacturing Co., Downey, Calif....| Big fin box structure_........._..____- $2, 926, 780 
Narmco Manufacturing Co., Costa Mesa, | Rudder assembly honeycomb------_-- 352, 920 
alif. 
Pw Aircraft Co., Burbank, Calif. _...-.-.-- Extension wing tank and pylon pro- 311, 345 
duction tooling. 
Aveo Manufacturing Co., Nashville, Tenn_...| Wing trailing edge___.-.__-..--.----. 2, 016, 692 
Thermo Form Co., El Segundo, Calif.........| Wing tip assembly__.............----- 390, 350 
Clemco Aero Products, Compton, Calif-_-__-. 4, ES OF es ee ee ae 541, 090 
Kaiser Aircraft and Electronics, San Leandro, | Wing spar No. 4___..........-.-..---- 623, 910 
alif. 
ie Air Products, Pasadena, Calif...._.| Wing spar No. 5__..._..._.__..______- 508, 000 
Westmont Manufacturing Co., Burbank | Intermediate air duct._.........____- 491, 597 
Calif. 
4-D Engineering Corp., Burbank, Calif---___- Housing assembly release mechanism. 453, 200 
Zenith Plastic Co., Gardena, Calif. ...........| Radome assembly_.___...........___-- 450, 760 
4D Engineering Corp., Burbank, Calif.__....| Bulkhead assembly No. 4.....-.-.-.-- 1, 428, 501 
Rheem Manufacturing Co., Downey, Calif.___| Tail cone assembly___- aaee 3, 756, 500 
Goodyear Aircraft Corp., Akron, Ohio__-_-_-- ae 0 ON se Se. cee ccia ck nck. 2, 445, 879 
Beech Aircraft Corp., Wichita, Kans__-______- Sie el eee ee Raa titk Aang teslis ae 576, 978 
Goodyear Aircraft Corp., Akron, Ohio-_-____-- | Windshield assembly - ____..-.--...--- 1, 435, 185 
Rheem Manufacturing Co., Downey, Calif....| Windshield assembly tooling ._.__._-- 302, 077 
Beech Aircraft Corp., Wichita, Kans_________- A LAOS seb inbeees clam benoee 462, 385 
W. P. Fuller, San Diego, Calif. __........_-.-- CARN Is ia 6 cist dtc énidoe 332, 670 
Prime contract: Lockheed Ballistic Missiles Division, Sunnyvale, 
Calif. CPFF Contract AF 04(647)97 (satellite system). ____ $219, 035, 000 
Approximate 
Subcontractor \ Item value of sub- 
contract 
Subcontracts over $300,000: 
Ralph M. Parsons Co., Los Angeles, Calif__._- | Automation and engineering services $386, 000 
for tracking stations. 
Lookheed Aircraft Service, Ontario, Calif_._.__- Analog ground receiving stations_____- 1, 600, 000. 
Bell Aircraft Corp., Buffalo, N.Y-...--.------- vata udereudeemoen 491, 000 
Se ce twadcnnkccoke ange bhbar ance ial ne IIL 5 =. 554500 dese od aba 5, 475, 000 
Aerojet General Corp., Azusa, Calif___.._.___- RMN oc Soin c bs eed mid haan 490, 000 
Advanced ppeetes Laboratory, Mountain | Horizon scanners................-..._- 938, 000 
View, Calif. 
Bell Aircraft Corp., Buffalo, N.Y _-..---------- woo gk. ee 10, 444, 000 
Aerojet General Corp., Azusa, Calif._._______- | Subsystem equipment. - --- doh ateseed 1, 424, 000 
Airborne Instrument Laboratories, Mineola, | Subsystem F equipment_-____--..___.- 8, 596, 000 
Long Island, N.Y. 
Phileo Corp., Palo Alto, Calif......._._........| Ground-space communications ________| 34, 668, 000 
Eastman Kodak Co., Rochester, N.Y ---- _.| Subsystem E equipment ities 21, 388, 000 
Reeves Instrument Corp., Garden City, N.Y _| Initial reference packages_..........._- 1, 605, 000 
General Electric Co., Philadelphia, Pa--_-_-___- Satellite recovery vehicles___........_- 5, 262, 000 
Fairchild Camera and Instrument Corp., | Interim programer--._.............--- 337, 000 
Syossett, N.Y. | 
Baird Atomic Inc., Cambridge, Mass-_-.._-..-- R&D on special equipment--.________- 1, 114, 000 
Aerojet General Corp., Azusa, Calif. ........__|__--- hanna . yma inden ot 1, 126, 000 
Otis Elevator Corp., Brooklyn, N.Y-_.-...-.--- | Test consoles and assembly equipment. 1, 420, 000 
| 


| 





_ Senator Cannon. Thank you, Mr. Secretary. Now Senator Keat- 
ing, you have stated here that the Department of Defense through 
some of their officials have assured you that under the present law 
they have practically no control over the awarding of subcontracts. 
In other words, is it because of the failure of the law itself or because 
they don’t try to exercise control or retain control ? 

enator Keating. I don’t say that that is any shortcoming on the 
part of Defense. There is nothing in the law which says that they 
should take any interest. They undoubtedly in their negotiations 
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discuss, particularly in the case of a negotiated contract, where the 
subcontracting is going to be done. But there is nothing requiring 
them to take any interest whatever, and that is the reason for m 
suggestion of some very modest language, like this addition that ] 
suggested on page 3, to simply state it is the policy of Congress that 
where possible they should encourage maximum competition in the 
awarding of subcontracts by prime contractors. 

But of course if you put that language in there, it does not force 
them really to do anything. I would be very happy to see stronger 
language. But Iam trying to be practical about it. 

eaten Cannon. Senator Keating, you also stated that if dis. 
persal was militarily desirable, why object to considering dispersal 
in the awarding of military contracts? 

I am wondering if you have information that indicates that the 
military does object to the considering of dispersal in the awarding 
of these contracts ? 

Senator Keatrne. Only that the Defense Department has filed ob- 
jections to this.bill which says that it shall be considered as a factor, 
and they seem to be greatly disturbed over this bill S. 1875, that it 
is going to have deleterious effects on procurement policies. I under- 
stand they have a regulation where that is considered now, so I can’t 
understand why they would have objection to saying it is the policy 
of Congress that that should be a factor involved. 

Senator Cannon. Going a step further, do you have any informa- 
tion from would-be contractors or subcontractors that they have been 
rejected or have not been selected when they were apparently the low 
responsible bidder ? 

enator Kratine. I have had a number of such instances, Mr. 
Chairman, which I have taken up without very much success with 
the Department of Defense, and also where specifications were written 
in such a way that only one company could bid on it. 

I think that that is an undesirable practice, and that if a company 
is able to produce a product equally good, it should have the oppor- 
tunity to supply it at a figure, the proper figure. 

Senator Sisiae: Tam stein in accord with you, Senator Keat- 
ing, on that. I am wondering if in the example that you give, if you 
refer to a specifically tailored set of specifications, or if you are re- 
ferring now to an end product, for example, a B-52 which the speci- 
fications are tailored to produce a certain product ? 

Senator Katine. I meant nothing as complicated as a complete 
B-52. I was referring to a much less complicated structure than that 
having to do with smaller parts than that. 

Senator Cannon. And parts that could be supplied with a reason- 
able modification of specifications and still do the job? 

Senator Keatine. That is exactly right. 

Senator Cannon. And may I ask has the Department refused to 
consider protests that have been made? 

Senator Kratine. No. You always get courtesy and very courteous 
treatment. What I am interested in is results, and I must say that in 
cases where I have had what I considered meritorious cases, I have 
not been able to get very good results, and I don’t necessarily mean 
that that is true now. I have served in the Army. I know about this 
procurement business. I know that the easy thing is to deal with two 
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or three companies, and that it is a natural thing. Relationships are 
built up, friendships, and I say —— improper is involved at all, 
but it is much easier to call my friend Jim who is in a particular 
company and deal with him than it is to deal with a complete stranger. 
Now it is a natural thing. I think I know something about procure- 
ment in the Army, and the Navy and Air Force is no different, and 
J just think that we in Congress have an obligation to sort of hold 
their feet to the fire. 

In that connection, I want to express my highest regard for Sec- 
retary McGuire, who I think is one of the ablest procurement men 
we have seen in there. But he has got his hands full with Army and 
Navy and Air Force practices, which I am supposed to be a part of. 

I hold a Reserve commission which is still mine. But I just know 
the way these people operate, and they just have to be shaken up. 
Isay that with the utmost respect for the high ranking officers of all 
of our Armed Services. 

Senator CANNON. Senator Saltonstall? 

Senator SAauronsTatL. Thank you, Mr. Chairman. Just a few 
questions, Senator Keating. 

Youand I have talked about this problem a little bit. 

Senator Katine. That’s right. 

Senator SALTONSTALL. Since we both have these bills in, let me 
ask you just a very few questions. First, you believe that standard- 
ized goods and goods of a commercial nature should be procured by 
public advertising so far as possible? 

Senator Knatine. That’s right. 

Senator Sarronstaty. And as you have stated, we have got to be 
realistic and we have got to realize that at the present time anyway 
85 percent of the money and 90 percent of the contracts as I under- 
stand it, are done by negotiation ? 

Senator Kreatine. I thought the number of contracts was much less 
than that because—oh, I see, that includes these little purchases. We 
had this discussion. 

Senator Satronstatu. As I understand it, Mr. McGuire, 85 per- 
cent of the money and approximately 90 percent of the contracts are 
negotiated contracts? 

Mr. McGuire. That is approximately right. We get into the field, 
as I explained the other day, of a substantial number of the contracts 
under $2,500 and that is what brings this figure up. 

Senator SatronsTaLu. The important figure is the 85 percent of 
the money ? 

_ Mr. McGumre. Yes, I think getting the question we are discussing 
into perspective you can use the term 85 percent either way. For 
practical purposes it illustrates the point. 

Senator Satronstauu. You believe, Senator Keating, that as much 
of that. negotiation as is possible should be done by competitive nego- 
tiation ? 

Senator Kratinc. Yes, I do. 

Senator Satronstatu. You brought out something that has ap- 
pealed to me very much in the studies I have made of this problem, 
and that is, under our present procurement law, there is really no 
policy set forth at all. It is a very small policy statement. 

Senator Kratine. Just that one little thing about small business. 
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Senator SauronstaLL. About small business. And as you know 
and I know, I believe it is correct that over the period of time since 
the law was enacted the Department of Defense, under its Secretar 
has had to formulate a policy really based on administration, an execy. 
tive policy rather than a policy based on law. One thing that these 
bills want to do is to set forth a legislative policy, to establish guide- 
lines if you will, under which this business can go on and be done. 

Senator Kratine. That is, I think, highly desirable just so lo 
as we do not tie the hands of the Defense Department in there ip 
procurement, which I know neither you nor I want to do. 

Senator SauronstaLtt. And you mentioned to the chairman the 
question of putting in an amendment to your bill regarding the award- 
ing of subcontracts by prime contractors. What we want to do is to 
spread under the prime contractor the business just as far as possible 
among the businesses of the country. 

Senator Keatine, That is desirable. 

Senator SautronsTaLy. And that should include small business and 
businesses that don’t qualify as smal] businesses ? 

Senator Kratine. That’s right. 

Senator Satronstatt. Now one phrase that the chairman used and 
you used that I think can be misinterpreted in some ways is “the lowest 
responsible bidder.” The question is what do we mean by “the lowest 
responsible bidder?” The bidding can concern not only price but 
other necessities, other qualifications, like the quality of the article, 
the speed with which it can be made and so forth. Do you agree with 
that ? 

Senator Keattne. Oh, yes. That is certainly a factor. For in- 
stance, I was interested in something which as I remember it was 
trucks, where the concern that had complained to me was not able 
to meet the schedule of deliveries which was set forth. They were not 
big enough to do it. I had some question about the schedule, but if 
that schedule of deliveries was sound, here was a concern that was 
sound financially and was responsible and could deliver 10 trucks, 
but it could not deliver a thousand trucks, and they would not be 
responsible in the framework of that particular bid. 

Senator Satronsratu. There is one primary thing that your bill 
is trying to do and that the bill that I filed is trying to do. That is to 
be realistic and legalize, if you will, negotiation, and negotiated con- 
tracts, and to give them some outline of policy by legislation, isn’t 
that right? 

Senator Keattne. Yes, that is exactly right. 

Senator Sattonstatu. Then the other part of your bill is this geo- 
graphical question which is not in my bill. 

Senator Krattnc. That is correct. The Secretary testified, as I 
understood it, that the next effect of your bill, S. 500, might be to re- 
duce the amount of contracts let by competitive bidding, that I feel 
would be an undesirable result if that would be the effect of it. I 
don’t know. 

Senator Sarronsrauu. I agree with you if it would be the effect. 
We hope it would not be the effect, but that there would be a greater 
competition through competitive negotiated bidding rather than open 
bidding on the market, you might say. aa 

Senator Kratinc. I think we might as well face it that negotiation 
is going to be required in the procurement of modern weapons in the 
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yast majority of cases. I think it comes as a little bit of a shock to the 

neral public, who does not know about those things, to think that 
§5 percent of the defense dollars are negotiated rather than by bidding, 
but I don’t say there is anything improper in that. And it could 
conceivably be even greater than that. But with that it is so funda- 
mentally important that there be competitive negotiation and that 
except in the most dire emergency, negotiation should never take place 
unless there 1s competition. 

Senator SatronsraLy. And where that negotiation takes place that 
it should be spread just as widely as possible among the people that 
are qualified ¢ 

Senator Keattnc. That’s right. 

Senator SatronstTaLuL. Thank you, Mr. Chairman. 

Senator Cannon. Senator Kuchel, we’re happy to have you here 
with us. Would you care to ask any questions of Senator Keating? 

Senator Kucnen. Thank you very much, Mr. Chairman. 

I have a prepared statement and then some comments I wish to 
make and I think that it probably would be more orderly if I pro- 
ceeded with my statement. 

Senator Cannon. If I may just ask Senator Keating one further 
question first. — 

Senator Keating, under this prime contractor concept it apparently 
would be possible for a large corporation to subcontract almost com- 
pletely to its subsidiaries and thereby keeping the bulk of the con- 
tract for the master corporation through its subsidiaries. Do you 
have any information as to whether or not that has occurred in in- 
stances in your study ? 

Senator Karine. I do not have without referring to my files. 
Nosuch instances specifically come to my mind at the moment. 

I would have to dig into my files on this. I have had so many 
difficulties in this field that I would have to look at my files to see 
whether that was a specific case or not. It is perfectly possible. 

Senator SatronstTaLL. Would the chairman yield ? 

Senator Cannon. I would be very happy to. 

Senator SatronsraLL. If what the chairman, Mr. Cannon, says 
is true or might be true, certainly the policy statement in any act that 
is passed should negative that practice just as far as we could by an 
afirmative statement. 

Senator Kratine. I think that is highly desirable as an additional 
statement of policy. 

Senator SatronstTaLu. Thank you. 

Senator Cannon. The next witness will be Senator Kuchel. 

Senator SauronstaLu. Mr. Chairman, the Senator appears as a wit- 
ness and not as a friendly listener. 


STATEMENT OF HON. THOMAS H. KUCHEL, U.S. SENATOR FROM 
THE STATE OF CALIFORNIA 


Senator Kucuer. Yes, sir. I appear as a protagonist, Mr. Chair- 
man. 

Mr. Chairman, one of the prime and unique ingredients of America’s 
self-defense capability is industrial know-how, ingenuity, and pro- 
duction capacity. In two World Wars, thanks to the performance of 
nations which were earlier involved and who held the line while the 
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United States mobilized, it was possible for our country to come from 
behind, take off from a standing start, and supply the men and mate. 
rial with which to crush determined and bitter foes. 

The present state of world affairs, in the missile and electronic 
era where a conflict may break with split-second swiftness, does not 
afford the leisure to build up a defense production machine through 
trial and error methods. It is imperative to our national security 
that we possess an industry in being, competent and experienced 
to meet every demand which may be imposed upon it by our military 
leaders and our defense forces in the unhappy event we are involved 
in hostilities. ; 

The entire world is living in a Jules Verne atmosphere which has 
endured for two decades and the end of which, regrettably, is not yet 
in sight. Hence, it is the fundamental obligation of our Government 
and the basic foundation of self-protection to perpetuate and to rel 
upon methods of equipping and supplying our Armed Forces which 
have proven most effective and dependable and which have been per- 
fected to the utmost degree of which human ingenuity and determina- 
tion are capable. 

One of the bills before your committee would in my judgment move 
in the opposite direction. It is unthinkable to me that our Nation’s 
defense and security should be made a pawn in a political game be- 
tween States of our Union. It would be foolish in the extreme to 
manipulate defense production contracts to achieve social goals or to 
enter into an experiment in economic planning to reach a possible 
or potential utopia. 

The bill S. 1875 is cloaked in a declaration of policy with which few 
can quarrel. Unfortunately, however, the bill’s undeniable and un- 
denied intent is te turn defense procurement into a sort of glorified 
WPA and to utilize contract placement as a tool of long-range eco- 
nomic planning. 

Our Nation’s versatile and adaptable industrial organization in 
support of the armed services has reached a high level of efficiency 
and effectiveness through methods and practices which 8S. 1875 would 
strike down and undermine. 

The purchase of weapons of self-defense and the development of new 
instruments of mass destruction is not intended to benefit the economy 
of our country or of any State or section of it. 

Our tremendous outlays are occasioned by the need to have available 
the wherewithal for survival in event some dictator once again should 
be so impetuous and calloused as to undertake to gain world domina- 
tion through force. 

A careful reading of S. 1875 leaves no doubt that it would weaken— 
dangerously, perhaps fatally so—America’s capacity to provide for 
the “common defense.” It would defeat the very objective it ostensibly 
seeks to achieve. 

An irreparable tragic mistake would be made if the Congress should 
enact legislation with such a provision as is found in section 2e(iii). 
This portion of S. 1875 would require the procuring agency to take 
into account not the requirements and overriding requisites of our na- 
tional security. Instead, it would direct the Defense Department and 
its component units to give consideration—and I quote the laneuage of 
the bill—to “the strategic and economic desirability of allocating pur- 
chases to different geographic areas of the Nation.” 
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I solicit the attention of the Senator from Massachusetts who spoke 
about the policy of dispersal, and I respectfully suggest that this 
Janguage is in no sense a policy of dispersal which is based upon the 
defense considerations of the country, but this by its very undeniable 
wording is geared to enhancing the strategic or economic considera- 
tions of difierent sections of the country by reason of the award of 
defense contracts. 

Here let me spharnperee two paragraphs from the statement made on 
the Senate floor by the distinguished Senator from New York: 

Mr. President, we believe, and I think it is a unilateral conviction, that if the 
pill is passed, it will result in improving the total percentage of prime defense 
orders which flow to the State of New York. We feel a very much larger per- 
centage of the contracts is going to the west coast, particularly California, and 
a very much smaller percentage of contracts is going to New York than have 
ever gone there before. 

However much the zeal of both my able friends from New York 
in representing and endeavoring to enhance the economic levels of 
the people of the State of New York may be, that zeal should not be 
made the basis to change the policy that heretofore and now continues 
to motivate the placement of defense contracts by the Department 
of Defense, candidly and frankly testified to by General Schriever 
of the Air Force when he said: 

Our policy is to buy the best that industry can offer on a competitive basis. 
In every case we try to pick the company that is most competent for the job, 
regardless of where it is located. 

Such a directive, as is included in section 2c(iii) of this legislation 
is completely at variance with and in contradiction of the purposes 
and concepts which the Congress has sought to further and strengthen 
in the past. It contravenes the wise policy laid down in prior appro- 
priation bills which is set forth in the following words: 

Provided further, That no funds herein appropriated shali be used for the pay- 
ment of a price differential on contracts hereafter made for the purpose of 
relieving economic dislocations. 

That continues to be the law of the land. 

Such a factor in contract placement as proposed in S. 1875 would 
nullify entirely the efforts of our defense officials to assure that the 
armed services are provided with the best that industry can offer 
and that weapons and materiel procured from industry operating on 
the basis of private initiative and free enterprise represent the most 
value attainable from our dollars. 

Recently there have been complaints that the present methods and 
practices of procurement result in an unfair concentration of defense 
production industry in certain areas. 

Specifically, your State of California has been cited as the specially 
favored beneficiary of defense procurement programs. 

Ifa substantial percentage of contracts for aircraft, missiles, rockets, 
electronic equipment, and other weapons goes to companies operating 
or based in California, that is for good and justifiable reasons. 

And no one so far has denounced such a placement on the lack of 
good or justifiable reasons. 

Since the development of the airplane reached the point where its 
military potential was recognized, the industry has grown and thrived 
in California for a variety of reasons. Among them are weather and 
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climate, the proximity of large areas thinly populated and ideally 
suited for experimentation and testing, the closeness of research insti. 
tutions with an indispensable wealth of resources, and the ready avail. 
ability of skilled, trained labor forces. ( 

Logically and naturally the prime contractors have encouraged 
the establishment of a supplemental and essential industry composed 
of designers, developers, and fabricators of parts, subassembli 
equipment, guidance and communications systems, and other ingredi- 
ents of up-to-date weapons. 

The fact that the principal firm named in a defense production con- 
tract is listed as being headquartered or located in one State or one 
city does not necessarily mean that every task involved in carrying 
out that contract is performed in that area alone. 

Our main producers avail themselves of the talents, the know-how, 
and the facilities of individuals and organizations scattered through- 
out our Nation. 

This is well emphasized by a statement of a world-recognized and 
long-experiencéd executive of one of the aircraft companies whose 
product was a key factor in the success of the allies during World 
War II. 

In a recent letter to me discussing the issues raised by S. 1875, J. H. 
(Dutch) Kindelberger, chairman of the board of North American 
Aviation, said: 

One point that seems to have been overlooked * * * is that the award ofa 
contract to a California company by no means implies that all the work on 
the project will be performed by that company or in that State. For example 
we estimate that 70 percent of the work on the B-79 and F-108 projects will 
be performed by companies other than North American and we have already 
awarded major system contracts to companies in 11 States outside of Cali- 


fornia, including two in New York. We estimate that about 20,000 firms, both 
large and small, will ultimately be engaged in these two projects. 


The theory and intent of S. 1875 would ignore and disregard these 
facts. Further it would mean that our Defense Department might 
have to pass over deliberately the demonstrated technological know- 
how and production experience of such firms. 

Placement of contracts with a view to relieving unemployment or 
aiding depressed areas easily could involve staggering delays and 
invaluable time. We have learned that timing in developing new 
weapons involves concentrated continuous attention. 

It does not allow for recruiting forces of electronic experts, de 
sign engineers, production geniuses. It requires the prompt avail- 
ability of adjacent research centers, laboratories, wind tunnels, and 
so forth. 

It calls for convenient test areas and missile ranges, with great areas 
and suitable weather so that the problems of design and fabrication 
can be overcome in the speediest possible fashion. 

All of these vital considerations are overlooked by S. 1875. On 
the contrary, the adminstrators and executives of our Government 
would be required to search out and weigh the qualifications and needs 
of individuals, corporations, and locations where production might 
be ordered in a way that would have social or economic benefits. In 
an era when 15 minute warnings might not be sufficient, such a pro- 
cedure would be the height of foolhardiness in our attempts to profit 
from scientific break-through. 
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At Geneva our Secretary of State and the foreign ministers of our 
two greatest allies are at a crucially important conference negotiating 
with the Russians in the faint, almost forlorn, hope of an agreement 
to end world tension over the status of beleaguered Berlin. We are 
trying to reduce fears of a devastating conflict between West and 


The history of prior efforts to reach firm, dependable understand- 
ings with the Russians is not such that we are entitled to anticipate 
q relaxation of the need to maintain a retaliatory defense force in 
readiness for instant action. We need to keep in operation a defense 
production system which assures the most effective weapons and 
equipment. gee ert 

This, in short, is no time to alter or modify tried and tested produc- 
tion and procurement methods and principles in a novel experiment at 
planned economy. S. 1875 definitely would not be in the best inter- 
ests of the United States; on the contrary, it would work against them 
in every conceivable direction. 

I listened to my able friend from the State of New York, Senator 
Keating, the junior Senator there. He suggested in part on page 1: 

If the national interest requires that a contract be negotiated, it should be 
negotiated. 

With that I agree, and no finger has yet been pointed at the Defense 
Department. No charge has yet been made and substantiated that 
negotiation by the Defense Department has ever taken place in an 
instance where strict competitive bidding would be in the interest of 
the American people. 

When the Department of Defense in summing up its many objec- 


tions to this legislation went on to say in the letter which is in your 
files: 


As drawn the bill would unquestionably either increase the taxpayers’ burden 
or diminish the procurement dollar for national defense, neither of which is 
desirable— 
it indicated I think most succinctly the grave disability with the bill 
which my two friends from New York have introduced. 

My friend from New York went on to say in answer to questions 
propounded by the acting chairman of this subcommittee as to what 
should be done for national defense, he stated that the prime basis of 
policy should be what is good for the security interests of the Ameri- 
can people. 

All of us agree to that. Then my friend went on to say that there 
were special considerations, where two sources are available to the 
Defense Department and are equal in their capacity and in their 
abilities and their know-how, what then should be the basis for an 
award? The able Senator suggested, one, small business; two, areas 
of labor surplus; and three, dispersal on a geographic basis. 

He suggested that the emphasis be made on competition. Certainly 
we must have a maximum degree of competition. In my judgment 
we have had a maximum degree of competition. In a way, Mr. Chair- 
man, the phrase “competitive negotiation” is a non sequitur. Nego- 
tiation in a way defies the theory involved in a competitive situation, 
and I think that the comments of the Secretary indicate why the 
national interest sometimes is served. By being able to take the brains 
and the intelligence and the scientific ability of a given individual or 





130 MILITARY PROCUREMENT 


a different group which is able to achieve a breakthrough in the fielq | 


of defense and nuclear development and to that extent let the Govern. 
ment profit by it on a negotiated basis. 

That is all I have to say. I do hope that before any legislation 
were favorably considered, that the committee would take, as I am 
sure it will, the most careful consideration of the objections which 
have been raised by the Department of Defense itself to this 
legislation. 

Senator Cannon. Thank you very much, Senator Kuchel, for ap- 
pearing and testifying for the benefit of the committee. 

On the top of page 3 you stated that this bill contravenes the policy 


laid down in prior appropriations bills which sets forth that no | 


funds appropriated should be used for the payment of a price differen. 
tial on contracts hereafter made for purposes of relieving economic 
dislocation. 

I believe you were present when I asked Senator Keating if he and 
his bill supported the proposition that a bill would be negotiated or 
awarded on the basis of the award being made to the lowest respon- 
sible bidder. 

Would you care to comment on that? Do you feel that that is 
begging the question ? 

In other words, if you have two comparable bidders who are able 
to produce a product, then do you feel there would be any harm in 
looking at the problem of economic concern throughout the country 
or labor surplus areas, that sort of thing ? 

Senator Kucueu. If I understand the question, the chairman asks 
hypothetically whether when A and B have precisely the same capacity 
to produce a given article or manufactured goods, and the price is 
the same, should the Defense Department consider the social or eco- 
nomic problems of the two areas represented by the two companies! 

Senator Cannon. That is correct. My opinion is—and I would 
prefer to listen to the Assistant Secretary of Defense—my opinion is 
that that could not happen. That situation would not arise in the 
area objected to by the two Senators from New York. 

I think it could perhaps arise in bids on maybe Army blankets. 
That is the first thing that comes into my mind, as distinguished from 
a chemical bomber. And in the latter instance I doubt very much that 
you would find two groups of people equally able to supply the needs 
of the Government. 

Senator Kuchel, wouldn’t that adequately be taken care of by the 
principle which Senator Keating says is supported by his bill and with 
which he agrees that the award should be made to the lowest respon- 
sible bidder? Now obviously if a bidder in one section of the country 
is not a responsible bidder in the eyes of the Department to the extent 
that they cannot do that job, then obviously they would not be the 
lowest responsible bidder, and the award should be made elsewhere. 

Senator Kucuet. I agree with the chairman. 

Senator Cannon. In other words, I am trying to find out if I can 
just how far apart we are in our thinking on these things. It seems 
that we are picking out certain parts in basic principles and yet we 
may not be too far apart. 
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Senator Kucue.. Mr. Chairman, the problem arises how are you 


going to lay down guidelines for an administrator to discharge his 


responsibilities in a fair and reasonable manner. 

here is the question. And no one has accused anyone in the 
Pentagon and cited specific examples thus far in this hearing where 
an administrator in the business of procuring an arsenal of defense 
weapons has been neither fair nor reasonable. 

I think all of us would concede that competitive bidding ought to 
be used in every instance where in the sound discretion of the Defense 
Department competitive bidding is available. 

But we should not tie the hands of the Defense Department by 
restrictive legislation which would apply competitive bidding in those 
situations where the national interest would to a reasonable mind 

revent it. My friends from New York and I both agree on that, 
so that the vehicle that they have introduced here in my judgment 
raises other problems than those two fundamental ones. The vehicle 
here I think in so many words, as my friend the senior Senator from 
New York said, was designed to bring more defense business 
totheir great State, and part of the means by which that design would 
beachieved in my judgment is section 2(c) (ili). 

Senator Cannon. Senator Kuchel, I don’t recall whether you were 
here when Senator Keating started his statement. 

I believe you were. 

Senator Kucuet. Yes, sir. 

Senator Cannon. You recall that Senator Keating stated that the 
procurement statute was silent as to the intent of Congress on the 
subject of subcontracts. Do you have any comments to make on 
that that would be of help to the committee? 

Senator Kucuen. Yes, I do. I think that the committee might 
well consider the whole problem of subcontracts. But in considering 
it, it should go into the legal problems which would arise from any 
legislation by which a prime contractor would be required, after 
being given a contract, would be required to place any portion of the 
work involved in that prime contract in any other subcontractors. 
For example, we would not want a prime contractor under Federal 
law to become an agent of the Government. 

If he became an agent of the Government from a legal point of view 
consequences would flow from such a situation that I am sure all of 
us would agree would be untenable. We would not want the laws 
of civil service to govern employees in a prime contractor’s establish- 
ment. Local government would be concerned because, as the chair- 
man well knows, the fact that a private individual might be deemed 
a governmental agent carries with it great implications on the local 
tax structure. 

And so whatever were considered by your committee, surely those 
around this table I know would agree, would feel, that the prime con- 
tractor, whatever you would consider doing about him from a stand- 
point of passing legislation, would remain a private individual. 

_ He would not become a governmental agent or a governmental 
instrumentality. 

Now having said that, you have a serious question as to how much 
direction you can place on what he does in furnishing a given product 








132 MILITARY PROCUREMENT 


without breaking, as the chairman well knows, the common law by 
which we conduct business in this country. : 

So that you do have, I think, some serious legal questions involved. 
Now short of those, I don’t want to see small business disappear, and 
I think that what might be done—and there indeed is a valuable op- 
portun:ty for the committee to discharge a service and for the Penta- 
gon to supply relevant information—there indeed is an opportunity 
for the committee to at least explore what is being done to carry out 
the law with respect to small business. 7 

Senator Satronstatt. Mr. Chairman would you yield on that 
point ? 

Senator Cannon. Certainly. 

Senator SALTonsTaLL. What we could do, Senator, would be to set 
out a policy statement to further your answer, which would not be 
legislatively binding through law, but would be a general policy state- 
ment as to what the Department of Defense should do in placing these 
contracts. 

Senator Kucue.. Subcontracts, Senator ? 

Senator SaLTonsTALL. Subcontracts. 

Senator Kucuet. Yes, sir. 

Senator SauronsTauu. It could be done in a policy statement. 

Senator Kucnet. Yes, sir. 

Senator Satronstatu. Rather than try to legally define it. Thatis 
what I am trying to bring out. 

Senator Kucuet. Yes, sir. 

Senator SatronstaLu. And that is what you are saying ? 

Senator Kucuet. Yes, sir. 

Mr. McGutre. Mr. Chairman, I wonder if I could make a com- 
ment here that might help to clarify this? 

Senator Cannon. Yes, Mr. Secretary. 

Mr. McGuire. In commenting on the Saltonstall bill we did not ob- 
ject to similar language, with one minor exception from a practical 
point of view of application. 

Senator Cannon. Mr. Secretary, could you speak just a little 
louder please ? 

Mr. McGuire. We did not object to the language pertaining to 
this subject with the exception of one minor point for clarification, 
and in the Saltonstall bill, or S. 500 so-called, it says: 


Each prime contract for the procurement of a weapons system shall require 
the prime contractor, (1) in the performance thereof to accomplish the maximum 
practical amount of subcontracting consistent with the efficient performance of 
the contract, and to require a similar provision to be inserted in lower tier sub- 


contracts. 

Now we made the suggestion that we felt that the word “in major 
lower tier subcontracts” should be put in, because the terminology 
used here of “lower tier subcontracts” is endless. Where is the end 
of a lower tier subcontract? Is it the raw product? Is it the gas you 
buy in the plant? It can be carried to that extreme, and we thought 
that we were being helpful in following what we considered to be 
the Senator’s intentions in limiting this to a practical application. 

You can chase the rabbit too far, in other words. 

Now we believe that we are doing this, and in our ASPR regulations, 
which I pointed out Monday, we have the only comprehensive set of 
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procurement regulations in the world that we know of. _ It is certainly 
the only comprehensive set covering this field in the U.S. Government. 
It is well known toindustry. Itis not perfect. It is being constantly 
improved and brought up to date. We are not dealing with a static 
situation. There are situations that come up that require review and 
implementation, further implementation, further review. We believe 
that industry has a fair chance to be consulted and to consider the 
impact of these regulations. They live under them. They don’t like 
some of them. Needless to say, there are always two sides to a coin, 
but nevertheless we are operating under them and I think they are 
an excellent set of documents by and large. 

Now we cover this subject of subcontracting, and I might point out 
to the committee that we have no objection, if they want to make this 
a part of law, to state the policy of Government in this particular 
subject. We are doing it. We feel maybe a little sensitive to the 
point that someone has to put into law what we are already doing as 
though we were not doing it. 

This is one of the points that I would like to make very clear here 
for the record. We are not doing it to the degree that we think it 
can be done as we learn, and we are constantly reviewing this thing 
and working on it. And I think as soon as General Thurman testifies, 
in his statement he will tell in some detail the steps we take with 
contractors in reviewing this subcontracting. 

Now depending on the size of the contract, I don’t think you would 
want us to spend a lot of administrative time on a thousand dollar 
contract as to what portion of it is subcontracted. 

I think also there is the fact, I remember on one occasion a small 
businessman coming in to me to complain that all of the subcontract- 
ing should be given to small businessmen. 

He happened to be in the grinding wheel business, and I asked him 
where he bought his components for grinding wheels, which he guaran- 
tees and sells with a great deal of pride. 

He said from the Norton Co. I think it is in Niagara Falls. 

I said “Now suppose we tell you to buy this from the State of 
Michigan ?” 

He said “No, you can’t do that. This is my product you are buying. 
I must have the control of where my components come from to get the 
quality that I am selling to you.” 

Now there is some merit to this. It can be carried to an extreme, 
however. But in the larger contracts we do have a lot to say about 
these subcontracts, and I think we can bring this out to the benefit 
of the committee to make this point clear. 

What I am saying, Senator, is that we have no objection if the 
Congress wants to write this as a policy. We are doing it. I don’t 
believe, candidly, from an administrative point of view, that writing 
the policy will do any more than clarify the intent of the Congress, 
and make everyone understand that what we are seeking to achieve is 
to do this job better, that there is always room for improvement, and 
that we have the backing of the Congress in this respect. 

I hope my statement has been helpful to you in clarifying this. 

Senator Cannon. Thank you very much, Mr. Secretary. Senator 
Kuchel, just one further question. 
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You heard Senator Keating’s statement that on occasion he believed 
that certain specifications had been tailored to meet a certain product 
or a certain supplier of the product. 

The chairman has had considerable experience in the field of 
municipal law and I have seen that same thing occur at that level 
and if it occurs there, the likelihood is that that might occur at this 
level that the Senator has mentioned. I wonder if you have any com- 
ments on that particular point that would be helpful to the committee? 

Senator Kucuex. I honestly would like to have more of the facts 
back of that charge, because it might be something deleterious, but 
on the other hand it might be in the national interest. ; 

What again comes to my mind is this. Suppose somebody in Con- 
necticut comes up with a kind of a new American sputnik, and he 
comes down here to Washington and he says, “For X number of 
dollars I think I can do this,” and he sells them a bill of goods on his 
capacity to do it. Why I would salute the Defense Department if 
they would say “You have come to the right place and we are going 
to enter into a contract with you and we are going to tailor it so that 
you can go ahead and do it.” 

If that is the word, and there isn’t a man in the Congress who would 
denounce that sort of a situation and say “No, we have got to have a 
bid. You have got to go out here and compete with these other 
people.” 

Now to the contrary, if you want to buy something that is readily 
available from several individuals or firms in the country, surely the 
public interest requires competitive bidding. But I think in both 
those instances I am probably describing what the Defense Depart- 
ment does today. 

Mr. McGuire. I would think so. 

Senator Bus. They have already testified to that the day before 
yesterday exactly. 

Senator Kucuet. I’m late. 

Senator Cannon. I have no further questions. 

Senator Saltonstall ? 

Senator SautonstaLu. Thank you, Mr. Chairman, I think we have 
covered most of it. Let me just ask you a very few questions, Mr. 
Kuchel. You certainly believe in advertised bidding just as far as 
possible for the goods that can be bought on the market ? 

Senator Kucuet. Yes, sir. 

Senator Sarronstati. You also agree with Senator Keating and 
myself and others that where the great body of money for procure- 
ment in defense goes into negotiation, negotiated bidding, that you 
want to have that bidding just as far as possible by competitive 
negotiated bidding? 

Senator Kucuen. I don’t understand, Senator, that phrase. What 
would be your definition of the phrase “competitive negotiation”? 

Senator Sattonstat. I will illustrate it by saying this. That ifI 
thought that you could do it and I thought that Mr. Cannon could do 
it and Mr. Bush could do it, I would go to all three of you gentlemen 
and say “Now here is the thing we want to get. How quickly can you 
do it and what kind of quality are you going to give us and what 1s 
the price that you can do it for?” 
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Senator Kucuex. I agree with you. 

Senator SaLTonsTaLL. That is my understanding by way of illus- 
tration of competitive negotiation, competitive negotiated bidding. 

Senator Kucuex. Sir, if you would also as a part of your question 
reserve to the governmental agency the right to determine the sound 
and reasonable discretion which of the 3 of us could do this. 

Senator SatronstaLu. And using that word “responsible.” 

Senator Kucuen. Yes. 

Senator SatronstTaL. In a broad sense, not only just as to price. 

Senator Kucuen. Yes, sir. 

Senator SatTonsTaLu. Now you believe also, do you not, in the way 
the present law is administered with relation to depressed areas in 
set-asides ? 

Senator Kucugx. Yes, I do. 

Senator SatronstTaLt. And you believe also, do you not, that the 
subcontracts of any prime contractor should be placed as broadly as 
possible and again with as broad competition as possible, and not 
necessarily given just to subsidiaries of the prime contractor cer- 
tainly, unless they can do it better than anybody else ? 

Senator Kucuen. Yes. 

Senator SauronstTauu. I think that is quite fundamental. 

Now in connection with an answer, Mr. Chairman, that Mr. Mc- 
Guire gave and following up what Senator Kuchel said, about the so- 
called weapon system, Mr. McGuire, how far do you think the DOD 
should supervise the subcontractors ? 

If we are going to have an effective weapon system, it would be 
my understanding that the DOD selects its prime contractor, then 
gives him, as far as possible, leeway to go ahead and do the job. 

Now how far in your opinion as a practical matter should the DOD 
supervise who he subcontracts with? I would ask that of Senator 
Kuchel too, but Mr. McGuire brought it out and that is why I ask 
him. 

Mr. McGuire. I think as a practical matter, Senator, that we have 
a responsibility with these contractors, first of all when we place the 
contract, that they produce for us the thing we are after in the short- 
est time possible. This is our objective to get this piece of equipment. 

Now underlying that we want to be very sure that they administer 
the contractor so that he is required to perform in the best possible 
manner in the interests of the Government. I think we are control- 
ling this matter of subcontracting, and I think General Thurman, 
who has had considerable experience in this area, can describe it in 
detail. 

I would point out to you using the example of the Polaris program. 
As a matter of fact there are some rather dual contract relationships 
in the Polaris program; the weapons system in itself is not a precise 
animal. There are many ways that you approach the problem. And 
certainly as to that, Admiral Rayborn has knowledge of who those 
subcontractors are going to be and what they are going to be asked 
to perform and he actually has a system set up over there so that he 
knows exactly where they stand at each point. I am sure he does not 
hesitate one bit to go into their plant and jack them up and see that 
they get up to a schedule. 
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So that I think that we must have in these major systems a knowl. 
edge of what is going on—I don’t think we want to be in a position 
nor do we want to—— 

Senator SauronsTaLy. You want a veto power, in substance? 

Mr. McGurre. That’s right, and I think we are exercising that, 
Now we are talking about something here that is one of our prob. 
lems in that when you say weapons systems, fine. Let’s accept that, 
But what is the weapons system? Well, the weapons system in the 
end is some sort of a piece of equipment that we use. But it fails 
into many categories. 

The Polaris submarine exercise for example, is a weapons system, 
The F-105, the F—108 is a weapons system. A particular missile js a 
weapons system. They all have peculiarities. Even if they have the 
same peculiarities from our point of view as a user, the industries that 
build them may have some different peculiarities. 

Therefore, one of the points that we are stressing in our position 
on your bill, Senator, is that we have the flexibility as administrators 
to get on with the job and use the best system and the best means to 
accomplish the purpose which you seek to achieve, and that is to get 
the equipment as fast as we can. 

Senator SatronstaLL. Thank you, Mr. Chairman. 

Senator Cannon. Senator Bush ? 

Senator Busu. I think that the Senator from Massachusetts gave 
a very good answer on that question that you raise about competitive 
negotiation, Senator Kuchel. 

The Assistant Secretary of Defense, Mr. McGuire, said on Monday 
that he distinguished that from the advertised method. When they 
advertise, as I understand it, and I hope you will correct me if I am 
wrong, then they obligate themselves to take the low bidder. 

Mr. McGuire. Unless there is some evidence of fraud or some other 
type of situation such as that. 

Senator Busu. Yes, but other things being equal that is an adver- 
tised negotiation. Competitive negotiation, just like Senator Salton- 
sall says, involves negotiation on a competitive basis with two, three, 
four, or more firms, and while 85 percent of the contracts that they 
ylace are not advertised, a very high percentage of those 85 is on a 
ests oF wéettiabed ecanietition. Is that not right? 

Mr. McGume. That is correct. 

Senator Busu. That is the point. 

Mr. McGuire. And in addition I would repeat again to you that 
the substantial percentage of what we now call negotiation is really 
in the small purchases—81.4 percent is in the small purchases under 
$2,500, which I don’t believe this committee is really addressing 
itself to. 

I think from a sound business point of view the limit ought to be 
$10,000 so as to stop some of the administrative costs on that. This 
is not the problem area we are really talking about. 

Now there is another point that I don’t think has been touched on 
that may be helpful to the committee in this matter of advertising 
versus negotiation, and I will try to set up a hypothetical situation 
here to illustrate it. Presume for the moment that we would like to 
buy a radar. Now we think we want a radar that will find an enemy 
plane, if you will, coming in at 200 miles distance, and we think that 
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this radar should operate we will say at 200 kilowatts of power. Soon 
the advertised route if we are to do this, and there are many people cap- 
able of making radars, there is no question about this, we set up a 
precise specification. We must do this under the advertised basis, 
and we ask for a bid on a 200-mile-range radar. Now this is our 
knowledge as to the practical degree which we can get. We may be 
stretching it and right now we may only be able to achieve 175 miles. 

But once we put that out on advertised bidding, we freeze the 
security of this country to 200 miles because that is all they are going 
to be able to bid on. 

Now our position is in the negotiation that we would rather take a 

up of people, as many as wanted to bid on this, to come in and talk 
about this thing, and find out from them what they think they can 
achieve. 

I think this is one of the important points here. We, in effect, hold 
a carrot before the nose of industry to achieve what is considered to 
be the impossible. This is how we got to where we are in this country 
today. 

We did not get it by freezing ourselves and saying “Well, this is 
good enough for me.” 

And I don’t think our enemy is approaching it on that basis. So 
if we do it on the negotiated basis, one contractor may come in and 
say “Well, we are doing this on 175 miles at the moment. 

“J think I can stretch it to 200.” 

But another fellow may come in and say “Well, I can stretch it to 
500.” 

Now we have enough scientific capability over here to see whether 
this fellow is just trying to sell us a bill, and we may find that is 
unreasonable. 

But there may be a third one who comes in and says “This can be 
done and here is why and here is the thing we have been working on 
that will bring this up to 275 miles.” 

Now I think this is a very important consideration in the security 
of this country. 

Senator Busu. I think that is a very good point. 

Ihave no other questions. 

Senator Cannon. Senator Keating, while you are not a member 
of the committee, would you care to ask any questions while you are 
here of either Senator Kuchel or the Secretary ? 

Senator Keating. Thank you very much, Mr. Chairman. 

I heard the statements of my good friend and able colleague from 
California who has injected a note of rivalry which I regret being 
involved in these hearings. 

Much of what he said I am in entire accord with. I am in com- 
plete accord with the last statement of the Assistant Secretary of De- 
fense. But the statements of the dire consequences of S. 1875 as out- 
lined by my able colleague from California I would only characterize 
as the greatest conglomeration of nonsense couched in statesmanlike 
language that I have ever heard. 

Senator Cannon. Thank you, Senator Keating. 

Senator Kucuet. Isn’t there any rule available to strike that state- 
ment from the record ? 

Senator Kearrne. I called you a statesman. 
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Senator Cannon. The Chairman might say that he invited a ques. 
tion from the Senator, but I didn’t quite get the question part of 
that response. 

Secretary McGuire, I believe you had completed your presenta. 
tion. We are glad to have you with us again today aan We are 
happy that you could be here while these witnesses testified in order 
that you might comment on some of their testimony at a later time 
if you feel that it would be helpful to the committee. , 

I understand that you have Commander Malloy and General Thur. 
man with you also, and that Comdr. J. M. Malloy will present the 
first statement, to be followed by Maj. Gen. William T. Thurman 
Office of the Deputy Chief of Staff, Materiel, of the Air Force, ’ 

I do want to thank Senator Keating and Senator Kuchel for 
appearing here before the subcommittee this morning. 

Commander Malloy, you may proceed. 


STATEMENT OF COMDR. JOHN M. MALLOY, CHAIRMAN OF THE 
ARMED SERVICES, PROCUREMENT REGULATIONS COMMITTEE, 
OFFICE OF ASSISTANT SECRETARY OF DEFENSE FOR SUPPLY 
AND LOGISTICS 


Commander Matxuoy. Mr. Chairman and members of the commit- 
tee, I am Comdr. J. M. Malloy, chairman of the Armed Services 
Procurement Regulations Committee. This committee, under the 
policy direction of the Assistant Secretary of Defense (Supply and 
Logistics), develops and issues procurement policies and procedures 
applicable throughout the Department of Defense. I believe that it 
would be helpful to discuss in somewhat greater detail the procure- 
ment policies and procedures used by the Department of Defense. 
It will be my purpose to provide the committee with background 
information so as to enable you to better understand our practices 
and thereby evaluate the several bills here under consideration. 

Any consideration of procurement legislation must necessarily be 
based on an understanding of the magnitude and complexity of our 
procurement program. The Department of Defense annual pro- 
curement program approximates $24 billion. Our 5 million an- 
nual procurement transactions include a tremendous variety of sup- 
plies and equiptment. ‘These include housekeeping items, such as 
office supplies, paint, and hardware; maintenance supplies, such as 
hand tools and spare parts; and production facilities, such as machine 
tools and related equipment. The majority of our contract dollars 
is used for the purchase of military weapons, such as aircraft, ships, 
missiles, tanks, ammunition and electronic equipment. This wide 
range of purchased items—running, as it does, the gamut from simple 
items to tremendously complex items never before manufactured— 
present a challenge of substantial proportions. We have now accumu- 
lated a great deal of experience in coping with the complexities 
flowing from this program. This experience has proved to us time 
and time again that there is no one procurement method that can 
or should be exclusively used. This fact must be recognized and 
appropriately dealt with if we are to procure in a business-like man- 
ner so as to utilize our appropriations in the most effective manner. 








ques- 
Tt of 


enta- 
® are 
order 
time, 


Thur. 
t the 
man, 


| for 


THE 
TEE, 
PLY 


imit- 
Vices 
* the 
and 
lures 
at it 
cure- 
ense, 
ound 
tices 
y be 
F our 
pro- 
an- 
sup- 
h as 
h as 
‘hine 
lars 
hips, 
wide 
mple 
ed— 
imu- 
‘ities 
time 
cal 
and 
nan- 





ner. 





MILITARY PROCUREMENT 139 


We endeavor, in compliance with the Armed Services Procurement 
Act, and as each of the three bills contemplates, to utilize the long- 
established method known as formal advertising whenever this pro- 
curement method is practical. The first requirement for formal ad- 
yertising is that each invitation for bids disclose fully the precise 

uirements of the Government. The real problem in writing speci- 
fications for technical items which are suitable and adequate for use 
in formal advertising is to convey a complete understanding of what 
js required. A specification is essentially the transfer of knowledge 
between minds, Each mind will test the words of a specification 
against the background of his own experience. In formal advertising, 
the prospective bidder must make his own interpretations in order 
to prepare his bid. There is no opportunity to hold discussions after 
i opening to clear up any varying interpretations which may exist. 
Thus, since award must be solely on price, the problems of anticipating 
the pattern of bidding and of stating the Government’s needs in an 
exact and meaningful manner are such as to tax the ingenuity of 
the best talent we can marshal. In addition to clear and firm speci- 
fications, the availability of a truly competitive market is an im- 
portant prerequisite to successful use of formal advertising. The 
availability of sufficient time to handle the formalities of formal 
advertising is often a pressing problem. Formal advertising is a good 
method of procurement under certain conditions; however, when these 
conditions do not prevail, the use of this technique is not in the 
Government’s best interests. Finally, as you are no doubt aware, the 
Congress has long recognized that the use of formal advertising is 
not administratively feasible in the case of small dollar value pur- 
chases. As Secretary McGuire has pointed out, 81.4 percent of our 
purchase actions fall into this category. 

I know that I am not telling you gentlemen anything new. Long 
before the enactment of the Armed Services Procurement Act and 
the so-called 17 exceptions permitting negotiation, the Congress itself 
recognized that formal advertising could not be applied across the 
board. In fact, the majority of these 17 exceptions had precedents in 
other laws previously enacted by the Congress, such as the exception 
for public exigency (exception 2), for small purchases (exception 3), 
for personal or professional services (exception 4), for medicine and 
medical supplies (exception 7), and for purchases where it is imprac- 
ticable to secure competition (exception 10). 

While the basic purpose and use of these exceptions have not 
changed much over a long period of time, the nature of the require- 
ments for a strong Defense Establishment has changed. I am re- 
ferring specifically to the complexity of our modern day weapons. 
The amount of our dollars obligated under negotiated contracts has 
increased greatly. The reason seems obvious. With the increasing 
complexity of our weapons and the unceasing necessity for rapid 
introduction of improvements in weapons and equipment, less and 
less of our dollars are going into items which can be the subject of 
formally advertised procurement. As Secretary McGuire has indi- 
cated, 59 percent of our dollars placed with the U.S. business firms 
during fiscal year 1958 were for aircraft, missiles, electronics, and 
ships. We buy materials today that changes with every advance in 


43452—59——__10 












140 MILITARY PROCUREMENT 


technology. We must. We cannot be satisfied with yesterday’s op 
even today’s weapons. We must never cease to push ahead with eve 
possible speed. Thus, it has become increasingly difficult to use fixed. 
design and preexisting specifications. To attempt to do so in major 
programs would be foolhardy. For these reasons, it has become 
necessary in such programs to use purchasing techniques which can- 
not meet the criteria for formal advertising. 

It should be emphasized at the outset that there is no one all-inely- 
sive method usd when we place a negotiated contract. In buyin 
perishable subsistence supplies, for example, the usual method is by 
evaluation after visual inspection at the time and place offered and 
then by purchase at wholesale prices. Yet, this same method is com- 
pletely inappropriate for the purchase of complicated electronics 
equipment. However, as weave in all three pending bills, we en- 
deavor in all areas to generate competition to the maximum practical 
extent. 

The nature of a negotiated procurement generally carries with it the 
necessity that there be discussions with the prospective contractors, 
Both S. 500 and S. 1875 recognize this and provide for this. These 
discussions include such things as the quality and quantity of the re- 
search or production required, the ability or capacity to perform, the 
need for additional facilities, the type of contract which is appropriate 
and the price to be paid. Our experience has shown that we can and 
do save large amounts of Government funds by critically examining 
the price which is initially quoted. By providing appropriate pricing 
techniques, we can eliminate substantial amounts whch a contractor 
would otherwse include in his price to cover contingencies. Such 
flexible pricing techniques as price redetermination cannot be utilized 
in formally advertised contracts. Neither could we take advantage 
in a formally advertised transaction of improved designs and specili- 
cations which are often brought to light during the negotiation 
procedures. 

Speaking of specifications, I would like to refer briefly to the iden- 
tical provisions of S. 500 and S. 1875, which prefer performance speci- 
fications. The types of specifications which we use fall into a broad 
spectrum. At one end of the spectrum is the design specification, 
which spells out in intimate detail exactly how an item is to be con- 
structed, to the last nut, bolt, and rivet. At the opposite end of the 
spectrum is the performance specification. Such a specification tells 
what the item must do—what performance it must provide, in what 
environment. Unlike the design specification, however, it does not 
spell out any of the design details. Most of our specifications contain 
elements of both. There are many occasions when the use of design 
specifications or a combination of both design and performance spe- 
cifications will best serve the interests of the Government. Procuring 
agencies should be free to determine whether, in the circumstances of 
each procurement, the use of performance specifications, design speci- 
fications, or a combination of both, would best serve the interest of the 
Government. 

Since the bills now being considered by this committee all touch on, 
in one way or another, the matter of competition, I would like to 
elaborate on our present practices in somewhat greater detail. We 
have noticed a growing tendency to think of formal advertising as 
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competitive and negotiation as noncompetive. As he have continually 
nointed out in the past, such a broad generalization is not correct. 

As you are no doubt aware, the procurement program of the Depart- 
ment of Defense is governed by the provisions of the Armed Services 
Procurement Regulation which is issued by the Secretary of Defense 
for use throughout the Department. From its inception in 1948, 
this regulation has stressed the use of competition in both formally 
advertised and negotiated procurement. It states in pertinent part: 

It shall be the objective to use that method of procurement which will be most 
advantageous to the Government—price, quality, and other factors considered. 
Such procurements shall be made on a competitive basis, whether by formal 
advertising or by negotiation, to the maximum practical extent, in accordance 
with the policies and procedures set forth in this regulation (ASPR 1-301). 

Irrespective of whether the procurement of supplies or services from sources 
outside the Government is to be effected by formal advertising or by negotiation, 
competitive proposals (“bids” in the case of procurement by formal advertising, 
“proposals” in the case of procurement by negotiation) shall be solicited from 
all such qualified sources of supplies or services as are deemed necessary by 
the contracting officer to assure such full and free competition as is consistent 
with the procurement of types of supplies and services necessary to meet the 
requirements of the military department concerned, and thereby to obtain for 
the Government the most advantageous contract—price, quality, and other 
factors considered (ASPR 1-302.2). 

In another section of the regulation, the following policy is pre- 
scribed : 

Whenever supplies or services are to be procured by negotiation, price quota- 
tions supported by statements and analyses of estimated costs or other evidence 
of reasonable prices and other vital matters deemed necessary by the contract- 
ing officer, shall be solicited from all such qualified sources of supplies or services 
as are deemed necessary by the contracting officer to assure full and free com- 
petition consistent with the procurement of the required supplies or services, 
in accordance with the basic policies set forth in section I, part 3, to the end 
that the procurement will be made to the best advantage of the Government, 
price and other factors considered (ASPR 3-101). 


I think you will agree that our policy with respect to competition 
is clear and is consistent with good business practice and with the 
provisions for competition expressed in all three pending bills. The 
military departments use many methods to insure that these policies 
are carried out in practice. Our Inspectors General and our internal 
auditors are continually reviewing procurement operations to insure 
compliance. Each military service requires specific approval at high 
levels of important contracts. Even on contracts involving smaller 
amounts, the military departments have approval requirements which 
are designed to insure that the extent of competition is carefully re- 
viewed and that all business aspects of the transactions are fully ex- 
amined. 

This leads me to a discussion as to how our sources of supply are 
selected. For our purposes here, this subject can be considered under 
four major categories. 

In the great majority of our contracts, the award is made to that re- 
sponsible contractor who submits the lowest price and whose proposal 
or bid is responsive to our requirements. This is the method which 
determines the award of contracts under formal advertising. This 
method of determining the award of the contract is also used exten- 
sively in competitively negotiated procurements where price consider- 
ations are the major factor to be considered. 
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Another category of our procurement in the negotiated area jp. 
volves the evaluation of both price and technical considerations. Here 
we must balance the advantages and disadvantages of the many tech. 
nical considerations against the cost of performance. In effect, we 
are looking for the best value for the Government and the selection 
of the proper source involves considerable judgment and the applica- 
tion of sound business practices on the part of both our contracting 
officers and our technical personnel. 

Still another broad category involves the selection of contractors 
for research and development work. It is our policy that research 
and development contracts be awarded to those organizations, includ. 
ing educational institutions, which have the highest competence jp 
the specific branch of science or technology required for the success. 
ful conduct of the work to the extent necessary to meet specific mil}. 
tary requirements. Accordingly, the award of contracts for research 
and development work is based primarily upon the comparative tech- 
nical abilities of the proposed contractors rather than on comparisons 
of estimates of cost, since in cost-reimbursement-ty pe contracts, which 
we usually use‘for research and development work, advance estimates 
of cost do not always provide valid indicators of final actual costs, 
We feel that the policy of making awards to the most technically com- 
petent sources will result in the most expeditious accomplishment of 
research and development vital to the national defense and will nor. 
mally result in lower overall cost to the Government. The following 
factors are carefully considered in the determination of the prospec- 
tive contractor having the highest technical competence: 

(1) Availability of experiences of scientific or technical personnel. 

(2) Availability, from any source, of suitable test or other facili- 
ties. 

(3) Experience or pertinent novel ideas in the specific branch of 
science or technology involved in the proposed contract. 

(4) Willingness to devote these resources to the proposed work with 
appropriate diligence. 

In a number of the individual research and development contracts 
placed by the military departments, there is no substantial ques- 
tion as to the choice of the contractor, An example of such a con- 
tract is the continuation of work already started under earlier con- 
tracts. Very frequently, however, when a new research or develop- 
ment contract or program is undertaken, there is initially no clear 
indication of the source which should perform such work. The rec- 
ommendation of the best technically qualified source, as I have pre- 
viously outlined, is primarily the responsibility of the cognizant 
technical personnel of the military departments. The proper exercise 
of this responsibility is a matter of great importance to the national 
defense and to the national economy. 

Another major area of source selection involves the selection of 
prime contractors to produce our complex weapon and equipment 
systems. What we are looking for here is the technical concept of- 
fering the design most likely to achieve operational requirements in 
the shortest possible time. The competition for the award of this type 
of contract is very intense and keen during the initial selection proc- 
ess. Technical and management proposals are requested from all 
sources believed to be competent to handle the program. Companies 
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submitting proposals are evaluated on the basis of such matters as 
adequacy of technical proposals or design concepts, proven engineer- 
ing capabilities, prior experience, management capabilities, plant fa- 
cilities, as Well as the normal business considerations of finances, cost 
reduction records, and reliability records. The process of evaluating 
these technical and managerial proposals involves the time and atten- 
tion of a great number of people up to and including the Secretary 
of the department concerned. One procedure in wide use employs a 
source selection board technique. Such a board has members rep- 
resenting using commands and many functional responsibilities such 
as research, production, and procurement. The board conducts an 
exhaustive study to determine the contractor best qualified to pursue 
a particular program. The decisions reached by these boards and 
their subsequent review by higher authority necessarily involve the 
exercise of judgment in the selection process. This is not an easy task. 
It is approached from the standpoint of selecting the source which of- 
fers the best prospect of producing the end product in the shortest 
ible time and in the most economical fashion. 

I would like to discuss the fact that many of our complex items are 
supplied by one or a few contractors. The problem here is that once 
these sources have been selected for a major weapon, the Govern- 
ment may have such an investment in facilities and the contractor 
inengineering and production experience that the cost, both in dollars 
and time, would be prohibitive to duplicate. Thus, while we generate 
intense and widespread competition at the inception of a major pro- 
gram, we must in many cases, as a matter of practicability and good 

usiness, retain the same source or sources for the follow-on pro- 
duction. 

I would like to turn now to another facet of our procurement pro- 
gram which is of interest to this committee because of the bills now 
being considered. This aspect concerns the many different types of 
contracts which we utilize to cover the broad spectrum of our con- 
tracting operations. The selection of an appropriate contract type 
isan integral part of the negotiation of the prices we pay under our 
contracts. Our objective is to negotiate a contract type and price 
which provides the contractor with the greatest incentive for efficient 
andeconomical performance. 

Our preferred type of contract is the firm fixed-price contract. In 
formally advertised procurements, this type of contract with or with- 
out provision for escalation, is the only type that may be used. In 
negotiated procurements, while a wide variety of contract types is 
available, it is Defense policy that fixed-price contracts must be used 
unless the use of another type is more appropriate. 


FIRM FIXED PRICE 


A firm fixed-price contract is just what the name implies. It pro- 
vides for a price which does not vary with the cost experience of the 
contractor. Since our basic policy is to contract in a way which will 
give the contractor an incentive to reduce his costs, thereby resulting 
in less total cost. to the Government, we prefer this type of contract. 
The prospect of greater earned profit is still the best incentive for 
efficient performance. The Department of Defense, of course, gets the 
advantage of this reduced cost in subsequent purchases. 
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Whenever a sound estimate of cost of performance can be made at 
the time of placing the contract, this type of contract is employed 
Since it is nothing more than exchanging so many dollars for so many 
items, it is the easiest and least costly to administer. : 

However, where the prospective contractor seeks protection againgt 
contingencies bayond his control, such as increases in labor and mate. 
rial costs, by including allowances in his price proposal against these 
unkowns, it is good business for the Government to assume the risk 
of these contingencies happening. Here, the appropriate contract js 
the fixed price with escalation. 


FIXED PRICE WITH ESCALATION 


Under this type of contract, (1) the contingency allowances are 
eliminated from the price proposal, (2) an agreed ceiling on the 
amount of price rise for which the Government will be liable is estab. 
lished, and (3) provision is made for upward or downward adjust- 
ment of the agreed price upon the occurrence of the specified 
contingencies. In this way, the Government pays only for what 
does happen, not for what may happen. 

On the other hand, where the item is new and the prospective con- 
tractor has not previously manufactured it we may use a fixed price 
contract providing for redetermination of price. 

In this type of contract, the purpose is to give the parties a second 
look at the reasonableness of the initially negotiated price, in the light 
of the cost experience gained during production of the contract items, 
With the advantage which this actual cost experience gives, the 
parties reprice the contract in order that it will be fair and reasonable 
to both parties. 

Consistent with the particular redetermination clause used, the base 
price is adjusted by negotiation upward or downward at the times 
prescribed in the contract or at the demand of either party during 
performance, and such adjusted price may be prospective, retro- 
active, or both. Thus, what this type of contract does is to shift cer- 
tain risks from the contractor to the Government in order to eliminate 
or minimize the inclusion of contingency allowances in the price. 

The fixed price incentive contract is still another type of flexible 
contract. It provides for the negotiation of a target cost, a target 
profit, a ceiling price, and a final profit formula which allows the 
contractor to participate (usually in the range of 10 percent to 20 
percent) in any savings resulting from his bettering of the target cost. 
Moreover, it also provides that the contractor’s profit is reduced if 
the target cost is exceeded. After performance, the final cost is de- 
termined and the final price is then established in accordance with the 
predetermined formula. In effect, the contractor has a_ built-in 
incentive to reduce his cost of performance since his profit is directly 
affected. This type of contract is used where there is a sufficiently 
long period of performance to permit achievement of substantial 
cost reductions. This is one of the concepts advocated in section 2(¢) 
of S. 500. Section 5(b) of the same bill also eliminates certain ad- 
ministrative procedures before an incentive type may be used. 

The cost-reimbursement type of contract provides for the pay- 
ment of allowable costs incurred in performance to the extent pre- 
scribed in a set of cost principles incorporated into the contract. These 
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contracts usually provide for a fixed fee. This type of contract 
establishes an estimate of total cost for the purpose of (1) obligation 
of funds, and (2) setting a ceiling which the contractor may not ex- 
ceed (except at his own risk) without approval or ratification by 
the contracting officer. The contract may provide for the payment 
of no fee; a fixed-fee which does not vary with actual costs; or an 
incentive fee, in which the fee is adjusted by a formula providing for 
increases in fee when actual costs are less than target costs and de- 
creases in fee when actual costs are more than target costs. 

The cost-reimbursement type contract is used when the nature of 
the work to be performed is so uncertain that the use of a fixed price 
or variable fived price contract cannot be used. Thus, it is widely 
used in research and development work. Section 5(b) of S. 500, to 
which I previously referred, recognizes this by eliminating certain 
administrative procedures presently required before this type of con- 
tract may be used for research and development work. The rapidly 
changing technology of our missile and space programs has required 
amuch greater use of this type of contract than has heretofore been 
the case. 

In addition to the incentive features inherent in many of the con- 
tract types already described, the Department of Defense has recently 
designed an additional method of providing incentives for greater 
performance on the part of our contractors. We call this a perform- 
ance-incentive contract. This type of contract is contemplated in 
section 2(c) of S. 500. 

The performance-incentive type of contract is a contract which com- 
bines with the cost incentive, an incentive to the contractor to surpass 
stated performance goals by providing for increases in the fee or 
profit to the extent that such goals are surpassed and for decreases 
to the extent that such goals are not met. “Performance” refers not 
only to the performance of the article being procured, but to the 
performance of the contractor as well. It includes timeliness of 
delivery, capability and serviceability of the product, ease and sim- 
plicity of operation, economy of maintenance, etc. 

These, then, are the major types of contracts used within the De- 
partment of Defense and the reasons why each is used. The range is 
great—from fixed-price contracts in formal advertising to cost-plus- 
fixed-fee contracts in research and development work—but necessarily 
so. To do the tremendous job of procurement which the Department 
faces, the utmost flexibility which this variety of contract types affords 
is essential. The explanation given shows how the type of contract 
employed must be fitted to the nature of the item being purchased, the 
close-tie in between pricing and the type of contract used, and the 
necessity for building-in incentives to reduce costs and improve per- 
formance. 

I would like to describe for the committee the policies and pro- 
cedures which we have in effect in the Department of Defense with 
respect to procurement in labor surplus areas since this subject is an 
important consideration in 8.1875. Itisthe policy of the Department 
of Defense with respect to procurement in labor surplus areas since 
this subject is an important consideration in S. 1875. It is the policy 
of the Department of Defense to aid labor surplus areas by placing 
contracts with such concerns to the extent consistent with procurement 
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objectives, and where such contracts can be awarded at prices no 
higher than those attainable from other sources. In addition, we 
encourage prime contractors to place subcontracts with concerns who 
will perform substantially in labor surplus areas. The provisions ip 
our policy that no price differential will be paid in order to place 
contracts in labor surplus areas is in compliance with a statutory 
limitation incorporated in defense appropriations in recent years 
(currently sec. 625 of the Department of Defense Appropriation Act, 
1959, 72 Stat. 728). The statutory language of this prohibition igs— 
no funds herein appropriated shall be used for the payment of a price differentia) 
on contracts hereafter made for the purpose of relieving economic dislocations, 

The primary method by which defense procurement is used to 
assist areas of substantial labor surplus is to set aside or reserve a 
specified portion of a procurement for labor surplus area concerns, 

Under this procedure, a portion of our total requirement is placed 
in the usual manner. After the price has been established on this 
portion of the procurement, bidders who have submitted bids within 
120 percent of the highest price paid on the initial quantity are given 
the opportunity to accept a contract for all or part of the set-aside 
portion at the price awarded on the non-set-aside portion. 

I might elaborate just a little on this technique which we use for 
labor surplus areas, since there has been considerable discussion on 
this subject during these hearings. 

Essentially what we are doing, in order to comply with the stat- 
utory requirement of no price differentials, is to select those procure- 
ments which lend themselves to being split into two or more economi- 
cal production runs. In this way we place the first portion in the 
usual manner, which by the nature of the commodities which lend 
themselves to the first criteria, is usually done by the method known as 
formal advertising. 

The price is then established in the open market, and the set-aside 
portion, or the reserve portion, is then placed by negotiation. 

That is, it is technically called negotiation, but it is in essence a bid 
matching procedure whereby the firm in the labor surplus area, which 
was lowest on the open competition and still has reserve capacity, is 
awarded the first opportunity to match the price which was deter- 
mined in the open market. This is the way that we feel that we are 
complying with the statutory prohibition. 

It is our feeling that this technique provides an opportunity to 
assist firms in labor surplus areas without violating the current statu- 
tory prohibition against the payment of price differentials. 

As you are aware, Mr. Chairman, our active program of assistance 
to small business concerns has been reported in considerable detail 
to the other committees of the Congress. 

Recently Secretary McGuire presented to the Procurement Sub- 
committee of the Senate Select Committee on Small Business the views 
of the Department of Defense on S. 500 and its possible effects on 
small business. 

In order that you may have the benefit of these views, I would like 
to introduce into the record a copy of Secretary McGuire’s statement. 

Senator Cannon. Without objection the statement will be entered. 

Commander Matvoy. In doing so, I would like to point out that to 
the extent that the provisions of S. 1383 and S. 1875 pertains to small 
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business matters, they are consistent with the small business pro- 
visions of S. 500. Accordingly, and to this extent, Secretary Mc- 
Guire’s statement is also pertinent to S. 1383 and 8. 1875. 

All of these matters that I have mentioned are covered in con- 
siderable detail in the armed services procurement regulation. This 
document, some 800 pages in length, and I have a copy here to give 
you some idea of the size of this document, prescribes the procurement 
policies and prpnat’s used by our contracting officers. 

This regulation in section III, for example, contains comprehen- 
sive instructions to the military departments outlining criteria, stand- 
ards and conditions pertaining to the negotiation of contracts under 
each of the 17 exceptions for negotiation—a matter specifically re- 
ferred to in sections 1(a) and 2(a) of S. 1383. 

We are constantly reviewing these policies in order to provide our 
contracting officers with up-to-date tools with which to support the 
defense effort. 

This flexible approach to our procurement job is essential to im- 
proving our efficiency and reducing leadtime. 

Mr. Chairman, I have endeavored to provide your committee with 
such background information regarding our procurement program as 
will best assist you in considering and evaluating the several bills 
now under consideration. 

Thank you very much, sir. 


STATEMENT BY HON. PERKINS McGuire, ASSISTANT SECRETARY OF DEFENSE 
(Suppry AND LOGISTICS) BEFORE THE PROCUREMENT SUBCOMMITTEE OF THE 
SENATE SELECT COMMITTEE ON SMALL BUSINESS, APRIL 24, 1959 


Mr. Chairman and members of the committee, I appreciate the opportunity 
to appear before this committee in response to your invitation to discuss sub- 
jects relating to our military procurement programs. 

Because of the broad scope of the committee’s interest, I think it worth while 
to first give you the progress and current status of our prime contract awards 
to small business and the results of the emphasis we are giving to the joint deter- 
mination (set-aside) program in cooperation with the Small Business Admin- 
istration. 

The net value of military procurement actions with U.S. business firms during 
the period July 1958 through January 1959 was $11,279,078,000 as compared to 
$9,758,693,000 during the comparable period of fiscal year 1958, or an increase of 
approximately 14 percent. 

Small business awards in this same period totaled $1,815,229,000 as compared 
to $1,423,054,000 during the first 7 months of fiscal 1958, or an increase of 
approximately 22 percent. 

The percentage of dollars awarded to small business firms for this same period 
was 16.1 percent, as compared to 14.6 percent during the same period of the 
preceding fiscal year, an increase of 1.5 percentage points, or approximately 10 
percent. These figures compare with awards to small firms of 17.1 percent for 
the entire 1958 fiscal year. 

There has been consistent and significant growth in the set-aside program since 
its beginning in fiscal year 1954 with only $247,601,000 in set-asides agreed to 
in that year. 

The continued emphasis by joint review of proposed procurements with the 
Small Business Administration has resulted in an increase in joint set-asides 
to $697,400,000 in fiscal year 1957, and for the first time in the history of the 
program it exceeded $1 billion in fiscal year 1958. In the current fiscal year, 
through the month of January, $489,400,000 had been set aside for small business 
compared to $411,500,000 in the same period last year, an increase of 19 percent. 
When compared to total prime contract awards, the set-aside figure in the 7-month 
period was 4.3 percent this year and 4.2 percent last year. I think this record 
clearly evidences our efforts to carry out the intent of the Congress as expressed 
in the Small Business Act. 
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Turning to the area of subcontracting, I shall first outline our defense smal] 
business subcontracting program and summarize its results. 

Our small business subcontracting program is based upon the policy that small 
business concerns be afforded equitable opportunity to compete for defense gyp. 
contracts within their capabilities. 

We require that all prime contracts of $5,000 or more for work within the 
United States (except personal services) contain a clause in which the ¢op. 
tractor agrees to accomplish the maximum amount of subcontracting to smay 
business concerns which he finds to be consistent with the efficient performance 
of the contract. 

In addition, if the contract exceeds $1 million and offers substantial gsyp. 
eontracting possibilities, the contractor is urged by the purchasing activity to 
participate in the defense subcontracting small business program. 

This same procedure is followed by Navy, Air Force, and some Army pur. 
chasing activities for contracts of less than $1 million which offer substantia] 
subcontracting possibilities. 

The defense subcontracting small business program specifies certain minimum 
actions to be taken by the prime contractor: 

A small business liaison officer is appointed to be responsible for liaison with 
the military purchasing office and the SBA, compliance with the subcontracting 
clause, and general supervision of the contractor’s small business subcontracting 
program. 

We work with the prime contractor to assist him in developing policies to 
assure that small business concerns will have every possible opportunity to 
compete for subcontracts. Particular emphasis is placed on widespread solicita- 
tions for bids ; adequate time for the preparation of bids ; purchasing in quantities 
that small business can handle; clear and definitive specifications; and realistic 
delivery schedules that small business can meet. 

Where participating contractors maintain subcontractor lists, small business 
firms must be separately identified. 

When subcontracts of $1 million or more are awarded by the prime contractor, 
he is requested to include the small business subcontracting clause and to 
urge the subcontractor to establish and conduct a defense subcontracting small 
business program. 

Since the inception of the program in 1956, the number of large prime con- 
tractors filing reports has ranged between 232 and 272. The total military 
prime contract receipts of the participating companies for the half-year periods 
covered by the report has varied from $6,674,030,000 to $7,529,996,000. We 
estimate that these reports cover about 85 percent of all awards to large prime 
contractors in this period. 

In fiscal year 1957 subcontract payments to small business firms totaled 
$3,562,272,000 and averaged 21 percent of the total military receipts of the 
large companies reporting. In fiscal year 1958 the amount paid to the sub- 
contractors was $3,242,398,000 and the percentage was 18.5 percent. Reports 
for the period July-December 1958 have not yet been completed. Preliminary 
summaries of reports received to date indicate that the ratio for the 6-month 
period July-December 1958 will be about the same as the 17.4 percent for 
January—June 1958. 

If you add the prime contract awards to the subcontract awards just men- 
tioned, the resulting total indicates that small business received approximately 
$7 billion per year. 

With your permission a summary of reports of large prime contractors 
participating in the defense small business subcontracting program will be 
submitted for the record. The new report will be forwarded to the com- 
mittee when it is issued. 

Over and above the prescribed features of this program, the military de 
partments have sought to find new ways to assure more effective subcontract 
practices among the prime contractors and particularly on behalf of small 
firms. 

The Army reports to me that whenever any contract of $1 million or more 
is awarded, the Assistant Secretary of the Army (Logistics) calls to the at- 
tention of the president of the company the need for his personal assistance 
and backing in carrying out the principles of the defense subcontracting pro- 
gram. This is followed up by a conference at field level with a report back to 
the Chief of the Technical Service. 

The Navy recently issued an instruction which directs its Inspectors of Naval 
Material to give greater surveillance to the subcontracting practices of their 
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prime contractors. I call your particular attention to one of the paragraphs 
of this instruction which states: , 

“Jn solicitation and award of Navy prime contracts, consideration will be 
given to past performance under the defense subcontracting small business 
program where applicable.” ; bs 

The Air Force has improved its subcontracting program and is providing 
for broader solicitation of small business subcontractors. I have been in- 
formed that you have requested a full report from the Air Force on their 
expanded effort, so I will not attempt to cover it in detail here. We are 
following the Air Force efforts closely in the thought that experience with 
this program may serve as the basis for further improvements in the overall 
defense subcontracting program for small business. 

The Small Business Administration has forwarded to us its recommenda- 
tions as a result of that agency’s study of the subcontracting program of nine 
major defense prime contractors. We are most appreciative of their efforts. 
Although some of their recommendations are not adaptable to defense sub- 
contracting, others involve principles which we believe will prove to be useful 
in improving the subcontracting program, and still others can be modified so 
as to be adaptable to subcontracting. 

In closing I would like to summarize the more significant steps taken in 
the field of small business since your committee’s last general procurement 


In the R. & D. area we have a pilot program looking toward the use of 
mechanization for the handling of source information. We believe this will 
facilitate submission of information on capabilites and will also facilitate 
proader consideration of qualified firms for R. & D. contracts. 

With the benefit of information newly incorporated into our procurement 
action reports we are making a detailed study of sole source procurements in 
search of additional areas in which opportunities may be opened up to small 
business. In each of the services we have a program for microfilming engineer- 
ing drawings and putting them on IBM cards making them more quickly ac- 
cessible and thus reduce sole source procurements. 

The use of the team concept, which has been a matter of particular interest 
to the chairman of this subcommittee, has been further facilitated. Detailed 
reports which have been furnished by the military departments are available 
for your information. 

The recent adoption of Mil D-70327, a uniform specification for the pro- 
curement of engineering drawings, provides among other things that the identity 
of the originating vendor and his part number be retained in drawings sub- 
mitted by the prime contractor and further that an appropriate note drawing 
attention to the source of the item be included in lists and other drawings 
referencing such items. Thus we will have clear source knowledge of sub- 
contracted parts. I consider this a major forward step in the small business 
program. 

On February 4, 1959, ASPR was revised to diminish the use of performance 
bonds. This has long been a source of contention to small business.. Your 
committee has been most interested in seeing that this was accomplished. 

The subcommittee requested the views of the Department of Defense on S. 500 
and its possible effects on small business. I must point out that the Bureau 
of the Budget has advised that it is unable at this time to state whether the 
enactment of S. 500 would be in aceord with the President’s program. How- 
ever, it did request us to forward a copy of the Department of Defense report 
to the Senate Armed Services Committee. We have done so and copies of that 
report have also been furnished to this subcommittee. Therefore, the views 
which I express here are those of the Department of Defense and not of the 
administration. 

Briefly, S. 500 reiterates in section 2(d) the longstanding policy of the Con- 
gress that a fair proportion of purchases should be placed with small business 
concerns. Section 4(a) of the bill recognizes as formal advertising the pro- 
curement method known as “small business restricted advertising,” thereby 
eliminating its present classification as a negotiated contract. The merit in 
this provision has led us to recommend the addition of a similar provision 
permitting any purchase to be made by competitive negotiation to be re- 
stricted to small business concerns. This would give statutory authorization 
for small business set-asides unilaterally made by a military department which 
are presently authorized only under the national emergency exception, section 
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2304(a)(1), and, thus, make such authority permanent rather than dependin 
upon the existence of a national emergency. $ 

While the Department, for the reasons set forth on page 3 of the DOD r 
has recommended deletion in section 4(a) of the phrase requiring a finding by 
the head of an agency, these provisions restricting procurements to small business 
concerns are sound in principle, workable in practice and in furtherance of the 
congressional policy that a fair proportion of purchases should be placed with 
small business. 

Section 3 of the bill provides for competitive negotiation and places it on g 
par with formal advertising. It provides that procurement by either formal 
advertising or competitive negotiation shall be so made as to assure such cop. 
petition “as is consistent with the needs of the agency, the character of the 
products or services being procured, and the commercial or industrial enyirop. 
ment of such products or services,” as set out in the policy declared in gee. 
tion 2(b). 

The competitive negotiation contemplated by the bill is the technique already 
employed by the Department of Defense for the use of competition, where 
competition is available, in negotiated procurements. It has proved especially 
useful when it is felt that industry may have developed new products or proc. 
esses of which we are not fully informed and thus cannot specify initially in ap 
invitation for bids. 

The bill provides that in competitively negotiated procurements the “golicj- 
tation of proposals shall be made from two or more sources.” While “two or 
more sources” is thus made the legal requirement for competitive negotiation, 
the Department of Defense would continue to obtain much greater competition, 
wherever possible, by soliciting all qualified sources who possess a reasonable 
potentiality in the area concerned and would issue regulations to effectuate this 
policy. 

While the authority for competitive negotiations as an alternative to formal 
advertising is likely to result in a reduction in the use of formal advertising, 
it need not reduce small business participation in the military procurement 
program. Such partcipation by small business is required by congressional 
policy and by other legislation, irrespective of whether a procurement is adver- 
tised or negotiated. Of course, on a dollar value basis, negotiated procurements 
will always show a lesser percentage of prime contracts placed with small 
business concerns, because just a few negotiated contracts for complex end items, 
such as ships, aircraft, and missiles, will involve tremendous amounts of money. 
However, suppliers to whom competitively negotiated contracts would be awarded 
should not differ in character from those who secure formally advertised 
contracts. 

Subsection (e) of section 4(f) of S. 500 expresses a preference for performance 
specifications, yet there are many occasions when the use of design specifications 
or a combination of both design and performance specifications will best serve 
the interests of both small business and the Government. For example, there 
are times when the use of performance specifications stimulates small business 
participation and there are other occasions where such participation is stimulated 
by design specifications. Accordingly, in order that procuring agencies may be 
free to determine, in the circumstances of each procurement, the type of specifica- 
tion which will best serve these interests, we have recommended that the second 
sentence of subsection (e) be revised to read: 

“In conformance with the above, procurement specifications shall express the 
characteristics of the property, in the simplest practicable terms, using perform- 
ance specifications or detailed design and manufacturing specifications, or a 
combination of both, as appropriate.” 

Section 5(c) of the bill would authorize the head of an agency to require prime 
contractors to set aside for small business concerns proposed subcontracts for 
property and services needed by the prime. Since the components must be 
designed by the prime, neither party knows at the time of making a weapon 
system contract what the components will be. Further, when the components 
become known, or even if known at the time of making a contract other than 
for a weapon system, the designation of particular items for small business 
set-asides would tend to extend procurement leadtime and might dilute the 
prime contractor’s responsibility for overall contract performance. In lieu of 
section 5(c), DOD has recommended a more workable provision to assure the 
small business community maximum opportunity to participate as subcontractors. 
(This recommendation is set forth on page 5 of the DOD report.) 
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The heart of S. 500 is section 7 dealing with weapon systems. The bill recognizes 
that participation of small business concerns in weapon system procurement lies 
generally in the subcontract rather than the prime contract area. Specifically, 
subsection (f) of section 7 directs the Secretary of Defense to issue regulations 
designed to assure small business concerns an opportunity to participate as 
subcontractors or suppliers. The Department of Defense favors this provision, 
put has recommended an amendment to make it clear that the determination 
that the selection of small business subcontractors “is consistent with suc- 
cessful performance of the prime contract” is one to be made by the weapon system 
contractor. (The amendment recommended is set forth on page 9 of the DOD 
Te Department has recommended additional revisions in section 7. Although 
it appears to be the intent of section 7 to give statutory recognition to the weapon 
system method of management and procurement as practiced in the DOD, it 
fails of this objective because it places undue emphasis on single management 
within a department and on the procurement of an entire system from a single 
contractor. By this very emphasis, section 7 introduces limitations instead of 
providing flexibility. Additionally, such preference for a single prime con- 
tractor would, for all practical purposes, foreclose small business participation 
as prime contractors in weapon system procurements. The weapon system method 
of management and procurement is still in the process ofevolution. No single 
method or formula provides the answer to the management or procurement of 
weapon systems. The nature of the item, the state of the art, “in-house” or 
contractor capability, and the degree of urgency, differ from weapon system to 
weapon system. To emphasize a single weapon system manager on one hand 
and a single prime contractor, without recognizing capability within the Govy- 
ernment itself or other contractors, both large and small, on the other hand, is 
unduly restrictive. In this period of evolution, flexibility of approach is essential. 
In order to retain this flexibility which the Department now has, we have 
recommended that subsections (c) and (d) of section 7 be revised to read as 
follows : 

The Secretary of each military department is authorized to assign in his De- 
partment the management authority and responsibility for the design, devei- 
opment, and acquisition of a weapon system, without regard to the functions of 
any component of his department, in such manner and to such extent as the 
Secretary may determine. Procurement of a weapon system may be made from 
one or more contractors for all or any portion of the design, development, and 
production thereof. 

In sum, it is sincerely believed that the report on S. 500 which the Department 
has filed with the Senate Armed Services Committee its consistent with the 
long-standing congressional policy that a fair proportion of all purchases should 
be placed with small business concerns. In studying and preparing comments 
on the bill, one of the major considerations of the Department of Defense has 
been the interests of the small business community. We also believe the position 
taken by the Department of Defense on the bill preserves those interests in as 
great a degree as presently exists. 


Senator Cannon. Thank you very much, Commander Malloy, In 
order that the record would be clear, I wonder if you would state for 
the record to be entered after the entry of your name and the com- 
mencement of your statement as to your particular assignment at 
this time ? 

Commander Matxoy. Yes, sir. I am the chairman of the Armed 
Services Procurement Regulations Committee in Secretary McGuire’s 
Office. 

_ Senator Cannon. Now, under what authority are the armed serv- 
lees procurement regulations issued and what is the purpose of those 
regulations ? 

Mr. McGuire. May I answer that? 

Senator Cannon. Yes, Mr. Secretary. 

Mr. McGutre. The law provides that the Secretary of Defense 
shall issue regulations in this respect, and while the law itself, the 
procurement law, is rather short, I think it is somewhere in the 
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neighborhood of 7 pages that are pertinent in this field, maybe 10, J 
think when you see the volume of detail here which we have issued in 
implementation of this law, we have certainly carried out the intent 
of the law which is covered in section 2202 of title 10, that the Seere. 
tary of Defense shall issue adequate regulations. Now without seek. 
ing to presume on the decisions of this committee in the consideration 
of this problem, I would like to point out to you that there are some 
things you can legislate by law and you know for sure that you are 
addressing yourself to something that is static and will not change, 

I suppose one would be that you shall not commit murder. But 
we are dealing with something that is somewhat fluid. As techniques 
expand, as economic conditions change, if you will, addressing my 
remarks to Senator Keating’s bill, these things do change as industry 
grows or changes its pattern. j 

I would think that it would be the desire of Congress, knowing that 
we have a law that requires the Secretary of Defense to implement 
and put out proper and adequate regulations which are well circulated 
and certainly exposed to all types of comment—the GAO has copies 
of them; I am sure they are quite well known to the staffs on the Hill— 
to recognize that this is the practical businesslike way to face the 
future and not hamstring ourselves with restrictions which even con- 
ceivably could, one could argue, be proper today but might not be 
necessary or proper at a later date. 

Now most of the things in Senator Williams’ bill are covered right 
now by ASPR, and we have detailed instructions on how we go about 
these 17 exceptions. There is some misunderstanding on this point. 

This is one of the reasons we object to Senator Williams’ bill. There 
is another reason, which is the fact that it would require that, on sec- 
tions I think it is 10 and 15 or something like that, a report of each 
one of these should be made to the Attorney General. 

I will take an example—one of the exceptions where there is no 
competition. I can see no useful purpose where we make a contract 
with Georgia Light & Power, who are the people that supply electric- 
ity, for reporting to the Attorney General that we have no competi- 
tion in this thing and have his staff just handle a lot of papers, be- 
cause when we got all through with it they face the inevitable fact 
of life that if we want power in their location, we are going to have 
to buy it from Georgia Light & Power or build a private power plant. 

And I don’t agree that we should, that we want to get into the busi- 
ness of building a private powerline. What I am getting at is that 
I think the Congress can be very proud of the detailed implementa- 
tion and the thoroughness of these regulations, and they are under 
constant scrutiny from industry that they be fair and adequate. 

On the other side of the fence, leaving out for the moment the fact 
that I think we are well intentioned in trying to issue them, they are 
under constant scrutiny from the GAO and from members of the 
staff on the Hill who are interested in these fields to see that these 
regulations are adequate. 

Commander Matxioy. Mr. Chairman, in order that the record may 
show the exact authority, it is very short, I would like to quote the 
authority which you asked for. 
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It is taken from title 10, section 2202, and is as follows: 


Notwithstanding any other provision of law, an officer or agency of the De- 

rtment of Defense may obligate funds for procuring, producing, warehousing 
or distributing supplies, or for related functions of supply management, only 
under regulations prescribed by the Secretary of Defense. 

Our procurement regulations are issued under that authority and 

irection. 

Oe McGuire. The point I am trying to make here, Mr. Chairman, 
is while in some of these areas the law as written, which is a short 

olicy statement with certain prohibitions and instructions, and I 
think is very proper, is silent on a point, the ASPR regulations have 

icked these up and implemented them over a period of years, and I 
think it is a document that we can well be proud of. 

I don’t say they are perfect. They are changing all the time. 

Senator Cannon. Thank you very much, Mr. Secretary. 

Commander Malloy, you were describing your method of procedure 
in these labor surplus areas, the method of awarding part of a contract 
and then making a second run to the labor surplus area. Do you have 
a particular product in mind that you could give us a specific example 
of here ? 

Commander Marxoy. Yes, sir. This type of set-aside procedure 
is widely used in the procurement of military clothing supplies by the 
military textile and clothing procurement agency in Philadelphia. 

There are many other commodities, mostly standard commodities 
which lend themselves to being split into economical production runs. 

Senator Cannon. Do I understand then that if you have a bid to 
let out of a certain number of clothing units, you would divide that in 
two and only let the bid for one half of the amount? It that the pro- 
cedure # 

Commander Matxioy. Yes, we would. We would approach it first 
from the labor surplus area viewpoint of trying to determine whether 
we could in fact divide it up. 

Some we can and some we cannot. Those that we cannot we often 
slide over following that to our next program of small business, and 
here we often are able to have a set-aside for small business. Small 
business incidentally in labor surplus areas gets preference over large 
business within the labor surplus area. 

There are many, and in Fact I think I should say for the record, 
that the great bulk of our dollars does not lend itself to this type of an 
operation. 

We have never tried to take major weapons and use our normal 
standard set-aside procedures for that type of procurement. 

It is our view that it would be rather impracticable to even think of 
doing that. If we ever tried it, it would cost us very expensively in 
terms of money and time in the duplication which would ensue. 

Mr. McGutre. I wonder if I could make some comments on what 
the commander said which would be helpful. 

Senator Cannon. Yes, sir. 

Mr. McGuire. First of all I say without reservation that this pro- 
cedure—and I think it is necessary that we follow it in the labor surplus 
area—is not the fastest way to procure merchandise. First of all, you 
have to make your determination as to what the runs are. Then you 
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have to set it out for advertising. It is only after you get your bids 
in from the advertised portions to establish what is a proper price 
that you then can procure the balance of this. 

Now this takes time. Obviously this procedure will not work on 
major weapons system, and we must acknowledge that. 

Secondly, I think that in talking about this whole problem we some. 
times overlook the amount of contribution in this defense business 
that goes into these areas, and we have, which we would like to supply 
for the record, the dollars that went into these defense areas that are 
labor surplus areas. 

(The following information was subsequently furnished :) , 


Net value of military prime contract awards in labor surplus areas and industries 


[Amounts in thousands] 




















Total Awards resulting from 
awards to set-asides or tie bids 
all Jabor Wied 
surplus 
| areas and | Amount Percent of 
industries total 
a a sea | $3, 790, 658 $36, 592 1.0 
ae 
Seb Menta eee Aisi in oot cect So chbeeicé Ldapcbidhh | 68, 432 0 0 
October-December !.......-- ADDR 2 be RS, 88, 845 927 1.0 
PERL 15. ch athtewnd poh stklddtidhbbcwbbbsoe sek 1, 121, 511 11,779 0.2 
I a ae erent | 2, 511, 870 | 33, 886 | 1.3 
Pinal pane BOGS Ce Great) bsskinteriessicccences sic cnwaces-ss | 7, 120, 968 69, 222 | 1.0 
EE f ee | ee 
Damme et Sk Sibi edi d ebadddddadicnses 2, 202, 566 | 22, 217 | 1.0 
STEELE, TEE I TE | 3, 224, 080 | 24, 520 | 0.8 
nmr en hs GL eet te eee 1, 694, 322 | 22, 485 | 1.3 
| | 








1 Includes awards of $25,000 or more for supplies and equipment. Data for subsequent periods inclade 
awards of $10,000 or more for supplies, equipment, services and construction. 


Source: Office of the Secretary of Defense, July 9, 1959, 


Mr. McGuire. This in itself addresses itself on a proper basis, in 
my opinion, to having the defense dollar being spent to the degree that 
it can support an economy without stifling it and still get the most for 
the dollar from the defense point of view. 

Lastly, 1 would point out to you one of the problems that is pretty 
obvious, that if area A is a labor surplus area and area B has been 
making this product and has the know-how and we get some gimmick 
into the law that requires us by some direction to put this into a geo- 
graphical area, that it seems to me you are compounding something 
that is endless. 

Maybe area B by doing this becomes a labor surplus area. I don’t 
know where this ends. But on the whole subject of this, from my 
point of view as an administrator, I think it would be an impossible 
added burden of justification as to why you do this, why did you do 
that ¢ 

I am perfectly willing to admit that we should have all kinds of 
scrutiny, but, candidly, in the administration of this program, we 
don’t know how we would administer it and still get on with our busi- 
ness without being constantly called to task, “Why didn’t you do it 
this way in this labor surplus area?” 

We think that our present system—we don’t think it is perfect, we 
would like to see it sometimes do a little more and we certainly put on 
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il] kinds of pressures to be sure that it adequately supports our labor 
surplus area program—is about as good as can be accomplished in 
light of the present language of the appropriations bills, which I 
s¢rongly support. 

[think this makes good commonsense for our country. 

Senator CanNoN. Mr. Secretary, I was very interested in your last 
statement, because I was prepared to ask you and/or Commander 
Valloy—in view of the outline Commander Malloy has given here, 


| ghich is very good as to the procedures that you use, and that you go 
| through, and the checks that you have theoretically—we know that 
| there are a lot of weak spots in the system, because if there were not, 


we would not have the complaints that we get on the system and we 
probably would not have bills before this committee right now. Sol 
was going to ask—do you have any recommendations for improve- 
ments ? 

Now, certainly in a system as big as this system is, there must be 
sme areas in which you could recommend that some legislative im- 
provements be made to the committee. Your last statement seemed to 
indicate that you think apparently that this is the best system that 


, could be devised at the present time. 


Mr. McGurre. The labor surplus aspect of this thing we are dis- 
cussing I presume is your question. ; 

Senator Cannon. I am referring now to the overall problem. 

Mr. McGurre. In the overall problem I think we have said that we 
think that our comments on S. 500, if accepted by the committee, that 
this bill would serve a good purpose of clarification on this matter. 
As far as the Williams bill is concerned, we feel that most of this is 
being covered, and the passage of the bill would not change it. We 
feel that all the Williams bill would do would be to put this adminis- 


| trative-reporting load on us, and would be very costly and time- 


consuming. 

Now I don’t think that the reporting load would slow down the 
time of procurement. But it is the aftereffect afterwards that would 
costsubstantially more money in my opinion. 

In the case of the Keating bill, I don’t see how we would particularly 
administer this bill. First of all, I don’t agree that the geographical 
facet of this thing could be the most important consideration. 

If you noticed in discussing this bill, we start off with saying we 
will only pay a competitive price. We are trying to do that now. 

But when we crank in this other consideration here, it seems to me 
that we will just add another area of challenge as to why it didn’t 
go there, without being able to substantiate in light of such a law 
where we stand on it. 

Now we have, and I think I said this in commenting on this matter 
of policy of Congress saying that there should be a subcontracting 
policy, I said that we have no objection to that. It could be construed 
to be very healthy to have this kind of a thing as a stated policy of 
Congress. From my own personal point of view I think it is right 
ad the fact that it is a stated policy of Congress is not going to 


,make me work any harder than I am working today to make this 


effective. 
Yet I would be naive to say that such a policy would not have its 
elect overall in the huge administration and relationships we have. 


43452—59 11 











156 MILITARY PROCUREMENT 


There is one other part here, Mr. Chairman, that I think has been | 
said but could be reemphasized. When you get to discussing theg | 
problems, we seem to lose sight of the importance of the kind of , 
business we are in. 

Everything we do is subject to competition because my experience 
with American industry is that it is very aggressive in trying to get 
business. This is its very lifeblood, and I have seen no evidence of 
anybody calmly sitting back and letting the Defense Department do 
something that it thought was improper. 

So we have that competitive factor working all the time. We haye 
the natural competitive factor that we seek ourselves to make our 
dollars go as far as they can, and I think, further than that, we haye 
learned by experience that we can learn by talking with more than 
one person on these things, and getting that kind of competition, 

You learn from talking with the other fellow is what I am trying to 
say. 

‘Now to hear some people talk about our negotiated procurement, 
one would think that this is a concoction we dreamed up and that no 
one uses it in business. I am not familiar in detail with how the 
major airlines buy aircraft, but I would be very much surprised if 
Boeing formally bid in order to sell its 707 to Pan American. My 
understanding 1s that the airlines work closely with the different air- 
craft manufacturers. ‘They had certain requirements they wanted to 
achieve, and when they finally decided which aircraft manufacturer 
they thought had the product, they sat down and they negotiated 
with him, and I believe in some cases they event have what I would | 
call semitype escalator clauses to take care of unusual conditions, 


— 


It is just not an advertised cut and dried business. | 


Senator Cannon. Thank you, Mr. Secretary. Senator Thurmond! 

Senator Tuurmonp. I have got a few questions here. I think I 
might ask them now while you are here, Mr. Secretary. 

o you think that leadtime in the procurement of new weapons 
could be substantially reduced by changing the procurement law! 

Mr. McGuire. No; I do not think it would be substantially re 
duced, Senator. The leadtime factor, as I see it, and it is my 
opinion, from the procurement point of view, that is the narrow con- 
text of placing the contract and getting the contract deliveries, the 
procurement mechanics of this thing are not the things that are sub- 
stantial or that could change it substantially. I would be the first 
to admit that anything we can do to shorten administrative procedures 
within that period can cut down that factor. 

Now the big problem on leadtime as I see it is when you get the 
idea, when you find the man who thinks he can make it, you put it 
into the development stage and then the test stage, and the various 
decision processes as to when you put it into production. 

It isn’t simply the letting of a contract, which most of these laws 
address themselves to, except that Senator Saltonstall’s I believe goes 
further to the point that he believes in his law that by having a single 
administrator, if you would, that this man can make his decisions 
faster. 

We believe that the verbage that is in the law would imply that this 
is the only way you could do it, and I think there is a possibility we 
can shorten it some. 
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But when I get into the word “substantial” I am_not so sure. 

General Thurman has been in this field, himself, and he might want 
to elaborate on this a little bit. 

Senator THurmonp. I will be glad to hear from you on that. 

General THurman. I don’t think that it needs any elaboration. 

Senator TuurRMoND. You would corroborate what he has said? 

General THurMaNn. I agree completely with what Mr. McGuire has 
said. We discussed this matter in great detail, sir. 

Senator THurMOoND. Do you think that the provisions of S. 500 
would serve to reduce leadtime ? 

Mr. MoGvrre. I think I have said before that I think S. 500 puts a 
lot of clarity into the things we are doing to improve understanding, 
and it also hghtens up some of the administrative problems. To that 
degree, I think we could, within the cycle that is chargeable to pro- 
curement, improve our performance. 

Senator THurMoND. Those questions are more or less interlocked 
with each other. 

Mr. McGuire. They are, and it is a matter of judgment, too. 

Senator THurMonpD. Leadtime could be substantially reduced by 
changing the law? And you don’t think it could be substantially re- 
duced by changing the law whether it is S. 500 or any other? 

Mr. McGuire. No, I think this is a fairly long drawn out process 
that we are involved in, and the matter of placing the contract and 
administering the contract has its part in it but it is not necessarily 
themajor part. 

Making the decision as to what you are going to do and coming to 
a conclusion that the product you have, whether you should put it 
into production before you actually have a finished product, these 
are the tough decisions that primarily affect leadtime. 

Senator THurmMonp. You are really following somewhat the proce- 
dure in S. 500 now in the discretion allowed you to a certain extent 
in _ competitive negotiation, without being forced to by law so to 
speak 

"General TuHurMAN. That iscorrect. 

Senator TuHurmonp. In other words, within the jurisdiction that 
you now have, you are following a procedure that is very similar to 
that that would be enacted into statute under S. 500? 

Do you agree with that ? 

Mr.McGutre. Yes,sir. IfI don’t agree I will say so. 

Senator TourmMonp. Now, Mr. Secretary, the agency head now may 
not delegate the authority to make a determination justifying the use 
of negotiation under paragraphs 11-16 of section 2304(a). If a re- 
striction to delegate these powers were removed would there be any 
substantial improvement in procurement procedures ? 

Mr. McGutre. Yes, I think it would simplify them. We don’t 
agree that 13, which is the one on standardizations should be re- 
moved. But I think it might shorten some of the administrative 
procedures. . 

ender Malloy, you have some comments you would like to 
make ? 

Commander Matwoy. Yes, sir, the question has the word “substan- 
tial” in it and I think that although we fully agree that the removal 
of the requirements for secretarial signing of these would have a very 
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fine benefit to us in terms of reducing some of the administrative re. 
quirements, it would be difficult to say that it would have a substan. 
tial effect on procurement procedures. 

It certainly is a desirable feature. 

Mr. McGuire. I would like to make this comment, Mr. Chairman 

Many of these decisions, most of them, are made on a basis of fact. 
and they must be carefully documented and written out as to why 
they came to the conclusion. So it seems to me that the problem here 
is—I want to be very clear on this—that when we delegate these things 
down, possibly we are delegating them down to the people at a lower 
_ who are more conversant with the procurement and thé actual 

acts. 

They have the same facts. They are always subject to review, 
And I don’t happen to buy the axiom that if you send everythin 
up to God you get the best decision on the thing, because sometiment 
think some of us have many problems on our desks and in order to 
make these determinations it takes a considerable amount of study to 
get yourself to. the point where the fellow actually handling it is, 

If you don’t trust his judgment this is another matter. But I pre- 
sume our delegations would not go down to a level that would not 
have good judgment and would always be subject to review on this 
matter. 

So we are in agreement with this, with the exception of the two 
points that I made. 

Senator Tuurmonp. In your statement you indicated that section 
7 of S. 500, the section dealing with operational systems, is too inflexi- 
ble in its approach. 

If this section were amended as suggested in the Department of 
Defense report, would there be any difference in the procurement of 
weapons systems from the method in use today ? 

Mr. McGuire. No; I don’t think there ama be. 

Senator Tuurmonp. If not, what purpose would be served in legis- 
lating this section ? 

Mr. McGuire. I think that then we would have a clarification of 
what we are doing. There is a great deal of interest in this word 
“Weapon system” which covers a multitude of ways to do this. 

I personally believe that our position on that section of the bill is 
to leave us the flexibility to grow with this system. We don’t know 
all of the aspects of these things that can be done, so that as they 
develop and we consider they be necessary in the procurement of our 
weapons, we have the right, if you will, to use the best method. There 
are many methods under the weapon system concept. It is not a 
single type operation in every case. I think General Thurman plans 
to cover in some detail all of the aspects of the weapons system 
mechanics for the benefit of the committee. 

Senator Tuurmonp. Under S. 500 competitive negotiation is set 
up as a separate category of procurement in addition to formal ad- 
vertising and the negotiation under the 17 exceptions now outlined. 
Under S. 1875 competitive negotiation is not a separate procedure but 
would be applied to the negotiation now authorized. 

Why should competitive negotiation be set up as a separate pro- 
ceeding ¢ 
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Mr. McGurre. I think the main thing, if I may assume to speak 
on the intent of the bill, and I have discussed it with Senator Salton- 
stall’s staff in this respect, is to clarify our current practices with 
respect to competitive negotiation. 

And as I think we have tried to point out here, negotiation is not 
sinful, if you will, in relationship to the concept of formal advertising. 
And it has competition in it. Now we think that spelling this out 
gets a clarity of what we are doing here and gives us a guidance, if 

ou will, in using this form which I think everyone is agreed here, 
all of the witnesses that I have heard, that they all agree there has got 
to be negotiation in this business. 

You can’t advertise everything. So if that be the case, the present 
law as written sort of sets forth a policy and then states exceptions to 
the policy. We believe that if everyone agrees we are going to have 
to have negotiation, which would be even single source negotiations 
in some cases and competitive negotiation in other cases, that this 
ought to be clarified. 

Benstor Tuurmonp. S. 1383 would require regulations by the Sec- 
retary Of Defense to describe the circumstances in which each of the 
17 exceptions for negotiation could be used. 

Could the regulations under this bill produce any more competition 
than we now have? 

Mr. McGume. I don’t think so. 

I think we now have these regulations and I am speaking to that 

rtion of the bill which applies to the issuance of standards or regu- 
ites under the 17 exceptions. 

Commander Matuoy. Senator, if I may elaborate just a little on 
that question, there are two factors mentioned in S. 1383 with respect 
toissuing regulations. The first has to do with regulations concerning 
the circumstances under which negotiations are authorized. We have 
such regulations and I think that it might be helpful, Mr. Chairman, 
if we introduced these regulations into the record at this time. 

They are not very voluminous. 

Senator THurmMonp. Without objection they will be admitted. 

(The document referred to follows:) 





ssehs BER ia 


MILITARY PROCUREMENT 


Revised 30 June 1959 


Part 2—Circumstances Permitting Negotiation 


3-200 Scope of Part. Subject to the limitations prescribed in Part 1 of 
this Section III, and pursuant to the authority of 10 U:S.C. 2304(a), pro- 
curement may be effected by negotiation under any one of the exceptions 
((1) through (17) of 10 U.S.C. 2304(a)) set forth in this Part 2. 

3-201 National Emergency. 


$-2011 Authority. Pursuant to 10 U.S.C. 2304(a)(1), purchases and 
contracts may be negotiated if— 


“it is determined that such action is necessary in the public interest 


during a national emergency declared by Congress or the President.” 

3-2012 Application. 

(a) The authority of this paragraph 3-201 shall be used only to the extent 
determined by the Assistant Secretary of Defense (Supply and Logistics) to be 
necessary in the public interest, and then only in accordance with Departmental 
procedures consistent with this paragraph 3-201. 

(b) For the duration of the national emergency declared pursuant to 
Presidential Proclamation 2914, dated December 16, 1950, the Assistant 
Secretary of Defense (Supply and Logistics) has determined that only the 
following procurements may be made pursuant to the authority of 10 U.S.C. 
2304(a) (1): 

(i) procurements made in keeping with (A) labor surplus set-aside 
programs, including, where no other negotiating authority is ap- 
propriate, the placement of contracts for any part of the total 
requirements set-aside which are not filled by awards made in 
accordance with the provisions of the Notice of Labor Surplur 
Set-Aside (see ASPR 1-804.2(c) ), or (B) disaster area programs; 

(ii) procurements made in keeping with the small business programs 
(A) after unilateral determinations for set-asides, or (B) to place 
any part of the total requirements set-aside which are not filled 
by awards to small business concerns, where no other negotiating 
authority is appropriate (see ASPR 1-706.7) ; and 

(iii) procurements of property or services for experimental, develop- 
mental, or research work, or for making or furnishing property 
for experiment, test, development, or research involving more 
than $2,500 but not more than $100,000 from contractors other than 
educational institutions. 

(c) Except as authorized in (b) above, procurements may be negotiated 
only when authorized by 10 U.S.C. 2304(a) (2) through 10 U.S.C. 2304(a) (17) 
(ASPR 3-202 through 3-217), 10 U.S.C. 2304(c) (ASPR 3-218), and ASPR 
3-219; determinations and findings shall be made in accordance with 10 U.S.C. 
2310 and 10 U.S.C. 2311 (Part 3 of this Section III); and the appropriate 
authority shall be cited in each contract. 
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3-201.3 Limitation. The authority of this paragraph 3-201 shall not be 
used when negotiation is authorized by the provisions of ASPR 3-206. 


3-202 Public Exigency. 


3-2021 Authority. Pursuant to the authority of 10 U.S.C. 2304(a) (2), 
purchases and contracts may be negotiated if— 

“the public exigency will not permit the delay incident to advertising.” 

3-2022 Application. In order for the authority of this paragraph 3-202 

to be used, the need must be compelling and of unusual urgency, as when the 

Government would be seriously injured, financially or otherwise, if the supplies 

or services were not furnished by a certain date, and when they could not be 

procured by that date by means of formal advertising. The following are 

illustrative of circumstances with respect to which this authority may be used: 

(i) supplies or services needed at once because of a fire, flood, explo- 
sion, or other disaster; 

(ii) essential equipment for or repair to a ship when such equipment 
or repair is needed at once for compliance with the orders of the 
ship; 

(ili) essential equipment for or repair to aircraft grounded or about to 
be grounded, when such equipment or repair is needed at once for 
the performance of the operational mission of such aircraft. 

53-3023 Limitation. Every contract negotiated under the authority of 
this paragraph 3-202 shall be accompanied by a signed statement of the con- 
tracting officer justfying its use, and a copy of such statement shall be sent 
to the General Accounting Office with a copy of the contract negotiated and 
executed hereunder. The authority of this paragraph 3-202 shall not be 
used when negotiation is authorized by the provisions of ASPR 3-203 or 3-206. 


3-203 Purchases Not More Than $2,500. 


3-203.1 Authority. Pursuant to 10 U.S.C. 2304(a)(3), purchases and 
contracts may be negotiated if— 
“the aggregate amount involved is not more than $2,500.” 
3-2032 Application. Purchases or contracts aggregating not more than 
$2,500 shall be made in accordance with Part 6 of this Section. 
3-203.3 Limitation. The authority of this paragraph 3-203 shall not be 
used when negotiations is authorized by the provisions of ASPR 3-206. 


3-204 Personal or Professional Services. 


3-204.1 Authority. Pursuant to 10 U.S.C. 2304(a) (4), purchases and 
contracts may be negotiated if— 
“for persona! or professional services.” 
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$-204.2 Application. The authority of this paragraph 3-204 shall be 
used only when all of the following conditions have been satisfied: 

(i) if personal services, they are required to be performed by 
an individual contractor in person (not by a firm), or if -pro- 
fessional services, they may be performed either by an in- 
dividual contractor in person or a firm or organization; 

(ii) the services (A) are of a professional nature, or (B) are to be 
performed under Government supervision and paid for on a 
time basis; and 

(iii) procurement of the services is authorized by law, and is effected 
in accordance with the requirements of any such law and in 
accordance with Departmental procedures. 

3-204.3 Limitation. The authority of this paragraph 3-204, and the 
above conditions imposed upon its use, shall not apply to the procurement 
by negotiation of any type of services authorized under any other provision 
of this Section ITI. 


3-205 Services of Educational Institutions. 

3-205.1 Authority. Pursuant to the authority of 10 U.S. C. 2304 (a) (5), 
purchases and contracts may be negotiated if— 

“for any service to be rendered by any university, college, or other 

educational institution.” 

8-205.2 Application. The following are illustrative of circumstances 
with respect to which the authority of this paragraph 3-205 may be used: 

(i) educational or vocational training services to be rendered by 
any university, college, or other educational institution in con- 
nection with the training and education of personnel, and for 
necessary material, services, and supplies furnished by any such 
institution in connection therewith; 

(ii) experimental, developmental, or research work (including serv- 
ices, tests, and reports necessary or incidental thereto) to be 
conducted by any university, college, or other educational 
institution, and ceports furnished in connection therewith; 

(iii) analyses, studies, or reports (statistical or otherwise) to be 
conducted by any university, college, or other educational 
institution. 

3-205.38 Limitation. The authority of this paragraph 3-205 shall not 
be used when negotiation is authorized by the provisions of ASPR 3-203 or 
3-206. 

3-206 Purchases Outside the United States. 

3-206.1 Authority. Pursuant to 10 U.S. C. 2304 (a) (6), purchases and 
contracts may be negotiated if— 

“for property or services to be procured and used outside the United 

States, its Territories, and its possessions.”’ 
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38-2062 Application. The authority of this paragraph 3-206 shall be 
used only for the procurement of— 
(i) supplies to.be (A) shipped from, (B) delivered, and (C) used, or 
(ii) services to be performed 
outside of the United States, its Territories, and its possessions, irrespective 
of the place of negotiation or execution of the contract. When the authority 
of this paragraph is available for the negotiation of a contract, no other 
negotiating authority shall be used. 


3-207 Medicines or Medical Supplies. 
3-207.1 Authority. Pursuant to 10 U.S. C. 2304 (a) (7), purchases and 
contracts may be negotiated if— 

“for medicine or medical supplies.” 

3-207.2 Application. The authority of this paragraph 3-207 shall be 
used only when the following two requirements have been satisfied: 

(i) such supplies are peculiar to the field of medicine, including 
technical equipment such as surgical instruments, surgical and 
orthopedic appliances, X-ray supplies and equipment, and the 
like, but not including prosthetic equipment; and 
whenever it is determined to be practicable, such advance pub- 
licity as is considered suitable with regard to the supplies involved 
and other relevant considerations shall be given for a period of 
at least 15 days before making a purchase of or contract for 
supplies or services, under this authority of this paragraph 3-207, 
for more than $10,000. 

3-207.3 Limitation. The authority of this paragraph 3-207 shall not 
be used when negotiation is authorized by the provisions of ASPR 3-203 
or 3-206. 


3-208 Supplies Purchased for Authorized Resale. 

3-208.1 Authority. Pursuant to 10 U.S. C. 2304 (a) (8), purchases and 
contracts may be negotiated if— 

“for property for authorized resale.” 

38-2082 Application 

(a) The authority of this paragraph 3-208 shall be used only for pur- 
chases for resale, where appropriated funds are involved, and ordinarily only 
for purchases of articles with brand names or of a proprietary nature which 
a selling activity believes or finds to be desired or preferred by its patrons. 

(b) Whenever it is determined to be practicable, such advance publicity 
as is considered suitable with regard to the supplies involved and other rele- 
vant considerations shall be given for a period of at least 15 days before mak- 
ing a purchase of or contract for supplies or services, under the authority of 
this paragraph 3-208, for more than $10,000. 


~~ 
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$-208.8 Limitation. The authority of this paragraph 3-208 shall not 
be used when negotiation is authorized by the provisions of ASPR 3-203 or 
3-206. 


3-209 Perishable or Nonperishable Subsistence Supplies. 

$8-209.1 Authority. Pursuant to 10 U. S. C. 2304 (a) (9), purchases and 
contracts may be negotiated if— 

“for perishable or nonperishable subsistence supplies.” 

83-2092 Application. The authority of this paragraph 3-209 may be 
used for the purchase of any and all kinds of perishable or nonperishable sub- ° 
sistence supplies. 

8-209.8 Limitation. The authority of this paragraph 3-209 shall not be 
used when negotiation is authorized by the provisions of ASPR 3-203 or 
3-206. 


3-210 Supplies or Services for Which it is Impracticable to Secure 

Competition by Formal Advertising. 

3-210.1 Authority. Pursuant to 10 U. S. C. 2304 (a) (10), purchases 
and contracts may be negotiated if— 
“for property or services for which it is impracticable to obtain 
competition.” 
$3-210.2 Application. The following are illustrative of circumstances 
with respect to which the authority of this paragraph 3-210 may be used: 

(i) when supplies or services can be obtained from only one per- 

son or firm (“‘sole source of supply’’); 

(ii) when competition is precluded because of the existence of 
patent mghts, copyrights, secret processes, control of basic 
raw material. or similar circumstances; 
when bids have been solicited pursuant to the requirements of 
Section II, and no responsive bid (a responsive bid is any bid 
which conforms to the essential requirements of the solicitation 
of bids) has been received from a responsible bidder; 

(iv) when bids have been solicited pursuant to the requirements of 

Section II, and the responsive bid or bids do not cover the 

quantitative requirements of the solicitation of bids, in which 

case negotiation is permitted for the remaining requirements 
of the solicitation of bids; 

when the contemplated procurement is for electric power or 

energy, gas (natural or manufactured), water, or other utility 

services ; 

(vi) when the contemplated procurement is for training film, motion 
picture productions, or manuscripts; 

(vii) when the contemplated procurement is for technical, non- 
personal services in connection with the assembly, installation, 
or servicing (or the instruction of personnel therein) of equip- 
ment of a highly technical or specialized nature; 

(viii) when the contemplated procurement is for studies or surveys 
other than those which may be negotiated under ASPR 3-205 
or 3-211; 


(uu 


~ 


(v 
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(ix) when the contemplated procurement involves maintenance, re- 
pair, alterations or inspection, in connection with any one of 
whicii types of services the exact nature or amount of the work 
to be done is not known; 

(x) when the contemplated procurement is for stevedoring, termi- 
nal, warehousing, or switching services, and when either the 
rates are established by law or regulation, or the rates are so 
numerous or complex that it is impracticable to set them forth 
in the specifications of a formal solicitation of bids; 

(xi) when the contemplated procurement is for commercial ocean 
or air transportation, including time charters, space charters 
and voyage charters over trade routes not covered by common 
carriers (as to which, negotiation is authorized under the pro- 
visions of ASPR 3-217 and Section 321 of the Interstate Com- 
merce Act of September 18, 1940, 49 U.S. C. 65), and includ- 
ing services for the operation of Government-owned vessels or 
aircraft; 

xii) when the contract is for services related to the procurement of 
perishable subsistence such as protective storage, icing, proc- 
essing, packaging, handling, and transportation, whenever it is 
impracticable to advertise for such services a sufficient time in 
advance of the delivery of the perishable subsistence: 

(xii) when it is impossible to draft, for a solicitation of bids, adequate 
specifications or any other adequately detailed description of 
the required supplies or services; 

xiv) when, under the procedures set forth in joint regulation DOD 
4145.16-R, AR 743-455, NAVSANDA PUB 297, AFR 67-61, 
and NAVMC 1133, the contract is for storage (and related 
services) of household goods; or 

(xv) when the contemplated procurement is for parts or components 
being procured as replacement parts in support of equipment 
specially designed by the manufacturer, where data available 
is not adequate to assure that the part or component will per- 
form the same function in the equipment as the part or com- 
ponent it is to replace. 

3-210.3 Limitation. The authority of this paragraph 3-210 shall not be 
used when negotiation is authorized by any other authority set forth in ASPR 
3-201 through 3-217, except that this authority shall be used in preference 
to ASPR 3-212. The authority contained in ASPR 3-210.2 (xiii) shall not 
be used in procurements in excess of $50,000 unless its use is approved in 
advance at a level higher than the contracting officer. Every contract that 
is negotiated under the authority of this paragraph 3-210 shall be accom- 
panied by a signed statement of the contracting officer justifying its use, and 
indicating, in addition, whether the price, rate, or charge is fixed by law or 
regulation; and a copy of such statement shall be sent to the General Account- 
ing Office with a copy of the contract negotiated and executed hereunder 
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3-211 Experimental, Developmental, or Research Work. 

3-211.1 Authority. Pursuant to 10 U.S.C. 2304(a)(11), purchases and 
contracts may be negotiated if— 

“for property or services that he [the Secretary] determines to be 
for experimental, developmental, or research work, or for making 
or furnishing property for experiment, test, development, or re- 
search.” 

3-211.2 Application. The following are illustrative of circumstances 
with respect to which the authority of this paragraph 3-211 may be used: 

(i) contracts relating to theoretical analysis, exploratory studies, 
and experiment in any field of science or technology; 

(ii) developmental contracts calling for the practical application 
of investigative findings and theories of a scientific or technical 
nature; 

(iii) contracts for such quantities and kinds of equipment, supplies, 
parts, accessories, or patent rights thereto, and drawings or 
designs .thereof, as are necessary for experiment, development, 
research, or test; or 

(iv) contracts for services, tests, and reports necessary. or incidental 
to experimental, developmental, or research work. 

3-211.8 Limitation. The authority of this paragraph 3-211 shall not 
be used for negotiated contracts with educational institutions or for quantity 
production, except that such quantities may be purchased hereunder as are 
necessary to permit complete and adequate experiment, development, research 
or test; accordingly, research or development contracts which call for the 
production of a reasonable number of experimental or test models, or proto- 
types, shall not be regarded as contracts for quantity production. Negotiated 
contracts with educational institutions shall be negotiated in accordance 
with ASPR 3-205. During the current national emergency, negotiation of 
contracts involving more than $2,500 but not more than $100,000 with other 
than educational institutions for experimental, developmental, or research 
work shall be conducted under the authority of ASPR 3-201.2(b)(iii). The 
authority of this paragraph 3-211 shall not be used when negotiation is au- 
thorized by the provisions of ASPR 3-203 or 3-206. In order for this authority 
to be used, the required determination must be made in accordance with the 
requirements of Part 3 of this Section III. 

3-211.4 Records and Reports. Each Military Department is required to 
maintain a record of the name of each contractor with whom a contract has 
been entered into pursuant to the authority of this paragraph 3-211, together 
with the amount of the contract and (with due consideration given to the 
national security) a description of the work required to be performed there- 
under. These records, and reports based thereon, are maintained through the 
Department of Defense procurement reporting system described in ASPR 1-110 
and 16-807. 


ARMED SERVICES PROCUREMENT REGULATION 43-211.4 





MILITARY PROCUREMENT 167 


Revised 27 February 1959 


310 PROCUREMENT BY NEGOTIATION 


3-212 Classified Purchases. 

8-212.1 Authority. Pursuant to 10 U.S.C. 2304(a)(12), purchases and 
contracts may be negotiated if— 

“for property or services whose procurement he [the Secretary] 
determines should not be publicly disclosed because of their character, 
ingredients, or components.” 

3-212.2 Application. The authority of this paragraph 3-212 may be 
used for purchases or contracts classified ‘Confidential’ or higher, or where 
because of other considerations, the contract should not be publicly disclosed. 

3-212.3 Limitation. In order for the authority of this paragraph 3-212 
to be used, the required determination must be made in accordance with the 
requirements of Part 3 of this Section III. The authority of this paragraph 
3-212 shall not be used when negotiation is authorized by any other authority 
set forth in ASPR 3-201 through 3-218, except as otherwise provided in 
ASPR 3-204.3. 


3-213 Technical Equipment Requiring Standardization and Interchange- 
ability of Parts. 

3-213.1 Authority. Pursuant to 10 U.S.C. 2304(a)(13), purchases and 
contracts may be negotiated if— 

“for equipment that he [the Secretary] determines to be technical 
equipment whose standardization and the interchangeability of 
whose parts are necessary in the public interest and whose procure- 
ment by negotiation is necessary to assure that standardization and 
interchangeability.”’ 

3-213.2 Application. 

(a) The authority of this paragraph 3-213 may be used for procuring 
additional units and replacement items of specified makes and models of 
technical equipment and parts, which are for tactical use or for use outside 
the United States (other than Alaska), in theaters of operations, on board naval 
vessels, or at advanced or detached bases; and which have been adopted as 
standard items of supply in accordance with procedures prescribed by each 
respective Department. A current or recurring procurement requirement for 
the item shall be present. This authority would apply, for example, whenever 
it is necessary : 

(i) to limit the variety and quantity of parts that must be carried in 
stock ; 

(ii) to make possible, by standardization, the availability of parts 
that may be interchanged among items of damaged equipment 
during combat or other emergency; or 

(iii) to procure from selected suppliers technical equipment which 
is available from a number of suppliers but which would have 
such varying performance characteristics (notwithstanding de- 
tailed specifications and rigid inspection) as would prevent 
standardization and interchangeability of parts. 
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(b) Before making a determination to procure specified makes and 
models under the authority of this paragraph 3-213, consideration shall 
be given to: 

(i) the feasibility of economical and timely deployment on a se- 
lected geographic basis of makes and models already in supply 
systems; 

(ii) the feasibility of timely standardization of components and 
parts under the Defense Standardization Program; 

(iii) the effect upon the capability of industry to produce mobili- 
zation requirements of all Departments; 

(iv) the practicability of interchanging parts and sasibeliging 
equipment; 

(v) the probability that future procurement of the selected item 
of equipment can be effected at reasonable prices; 

(vi) whether the standardization will appreciably reduce the variety 
and quantity of parts that must be carried in stock; 
(vii) the value of similar equipment and its supporting parts on hand; 
(viii) the contribution of the standardization to combat support; 
(ix) possible savings in training personnel and publishing technical 
literature; 

(x) whether the standardization will adversely affect existing 
coordinated military specifications and standards; and 

(xi) the degree to which the current design of the specified make 
and model has been changed from the design of equipment of 
the same make and model now in the supply system. 

(c) In arriving at determinations to standardize under the authority of 
this paragraph 3-213, the originating Department shall consult with the other 
Departments in order to assure the full benefit of the standardization. 

(d) Actions taken under the authority of this paragraph 3-213 shall be 
reviewed by the originating Department at least once every two years to 
determine whether the standardization should be continued, revised, or can- 
celled. 

3-—213.3 Limitation. The authority of this paragraph 3-213 shall not 
be used for initial procurements of equipment and parts, or for the purpose 
of selecting arbitrarily the equipment of certain suppliers; nor shal] it be 
used unless the Secretary of a Department has determined, in accordance 
with the requirements of Part 3 of this Section III, that: 

(i) the equipment constitutes technical equipment; 

(ii) standardization of such equipment and interchangeability of 
its parts are necessary in the public interest; and 

(iii) procurement of such equipment or of its parts by negotiation 
is necessary to assure that standardization and interchange- 
ability. 

3-—213.4 Records and Reports. Each Military Department shall main- 
tain on a current basis a master list of items for which determinations and 
findings have been made under the authority of this paragraph 3-213. A copy 
of each such determination and finding shall be furnished to the Assistant 
Secretary of Defense (Supply and Logistics) within five days after the date 
thereof. 
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din Investment or Extended Period of Preparation for Manufacture. 


3-214.1 Authority. Pursuant to 10 U. S. C. 2304 (a) (14), purchases 
and contracts may be negotiated if— 

‘*for technical or special property that he [the Secretary] deter- 
mines to require a substantial initial investment or an extended 
period of preparation for manufacture and for which he determines 
that formal advertising and competitive bidding might require 
duplication of investment or preparation already made, or would 
unduly delay the procurement of that property." 

oe 3-214.2 Application. The authority of this paragraph 3-214 may be 

used for the procurement of technical or specialized supplies—for example: 

aircraft, tanks, radar, guided missiles, rockets, and similar items of equip- 
ment; major components of any of the foregoing; and any supplies of a tech- 
nical or specialized nature which may be necessary for the use or operation 
of any of the foregoing. Such procurement generally involves: 
(i) high starting costs which already have been paid for by the 
Government or by the supplier; 
(ii) preliminary engineering and development work that would not 
be useful to or usable by any other supplier; 
(iii) elaborate special tooling already acquired; 
(iv) substantial time and effort already expended in developing a 
prototype or an initial production model; and 
(v) important design changes which will continue to be developed 
by the supplier. 

The authority of this paragraph 3-214 will in general be used in situations 

where it is preferable to place a production contract with the supplier who 

had developed the equipment, and thereby either assure to the Government 
the benefit of the techniques, tooling, and equipment already acquired by 
that supplier, or avoid undue delay arising from a new supplier having to 

acquire such techniques, tooling and equipment. 

—_ 3—214.3 Limitation. The authority of this paragraph 3-214 shall not 
be used unless and until the Secretary has determined, in accordance with 
the requirements of Part 3 of this Section III, that: 

(i) the supplies are of a technical or specialized nature requiring 
a substantial investment or an extended period of preparation 
for manufacture; and 

(ii) procurement by formal advertising and competitive bidding 
either— 

(A) may require duplication of investment or preparation already 
made, or 
(B) will unduly delay procurement. 


3-215 Negotiation After Advertising. 
3—215.1 Authority. Pursuant to 10 U. S. C. 2304 (a) (15), purchases 
and contracts may be negotiated if— 
‘*for property or services for which he [the Secretary] determines 
that the bid prices received after formal advertising are unreasonable 
- as to all or part of the requirements, or were not independently 
reached in open competition, and for which (A) he has notified 


(ASPR 3—215.1 continued on next page] 
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each responsible bidder of intention to negotiate and given him 

reasonable opportunity to negotiate; (B) the negotiated price is 

lower than the lowest rejected bid of any Geeswnable) bidder, as 

determined by the head of the apecy; and (C) the negotiated price 

is the lowest negotiated price offered by anyresponsible supplier.”’ 

3~—215.2 Limitation. The authority of this paragraph 3-215 shall not 

be used unless the Secretary has determined, in accordance with the require- 

ments of Part 3 of this Section III, that the bid prices, after formal advertis- 

ing for such supplies or services, are unreasonable or were not independently 

reached in open competition. Also, after such determination by the Secretary, 

and after rejection of all ‘ds, no contract shall be negotiated under this 
authority w less: 

(i) prior notice of intention to negotiate and a reasonable opportu- 
nity to negotiate have been given by a contracting officer to 
each responsible bidder which submitted a bid in response to 
the invitation for bids; 

(ii) the negotiated price is lower than the lowest rejected bid price 
of a responsible bidder, as determined by the Secretary; and 

(iii) the negotiated price is the lowest negotiated price offered by 
any responsible supplier. 
Moreover any evidence of bids not independently reached shall be forwarded 
to the Department of Justice, as provided in ASPR 2-403. 


3—216 Purchases in the Interest of National Defense or Industrial 
Mobilization. 

3—216.1 Authority. Pursuant to 10 U. S. C. 2304 (a) (16), purchases 
and contracts may be negotiated if— 

‘**he [the Secretary] determines that (A) it is in the interest of 

national defense to have a plant, mine, or other facility, or a pro- 

ducer, manufacturer, or other supplier, available for furnishing 
property or services in case of a national emergency; or (B) the 
interest of industrial mobilization in case of such an emergency, 
or the interest of national defense in maintaining active engineer- 
ing, research, and development, would otherwise be subserved.”’ 
3-216.2 Application. The authority of this paragraph 3-216 may be 
used to effectuate such plans and programs as may be evolved under the 
direction of the Secretary to provide incentives to manufacturers to maintain, 
and keep active, engineering and design staffs and manufacturing facilities 
available for mass production. The following are illustrative of circumstances 
with respect to which this authority may be used: 

(i) when procurement by negotiation is necessary to keep vital 
facilities or suppliers in business; or to make them available 
in the event of a national emergency; 

(ii) when procurement by negotiation with selected suppliers is 
necessary in order to train them in the furnishing of critical 
supplies to prevent the loss of their ability and employee 
skills, or to maintain active engineering, research, and develop- 
ment work; or 

(iii) when procurement by negotiation is necessary to maintain 
properly balanced sources of supply for meeting the require- 
ments of procurement programs in the interest of industrial 
mobilization. 
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3-216.3 Limitation. The authority of this paragraph 3-216 shall not 
be used unless and until the Secretary has determined, in accordance with the 
requirements of Part 3 of this Section II, that: 

(i) it is in the interest of national defense to have a particular 
plant, mine, or other facility or a particular producer, manu- 
facturer, or other supplier available for furnishing supplies or 
services in case of a national emergency, and negotiation is 
necessary to that end; 

(ii) the interest of industrial mobilization, in case of a national 
emergency, would be subserved by negotiation with a particular 
supplier; or 

(iii) the interest of national defense in maintaining active engi- 
neering, research, and development, would be subserved by 
negotiation with a particular supplier. 

3—216.4 Records and Reports. Each Department is required to main- 
tain a record of the name of each contractor with whom a contract has been 
entered into pursuant to the authority of this paragraph 3-216, together with 
the amount of the contract and (with due consideration given to the national 
security) a description of the work required to be performed thereunder. These 
records, and reports based thereon, are maintained through the Department of 
Defense procurement reporting system described in ASPR 1-110 and 16-807. 


3-217 Otherwise Authorized by Law. 
3-217.1 Authority. Pursuant to 10 U. S. C. 2304 (a) (17), purchases 
and contracts may be negotiated if— 
“otherwise authorized by law.”’ 


3-—217.2 Application. The authority of this paragraph 3-217 shall be 
used only if, and to the extent, approved for any Military Department and in 
accordance with Departmental procedures. 


3-218 Construction Work. 


3-—218.1 Application. Contracts to construct or repair any building, 
road, sidewalk, sewer, main, or similar item, are subject to 10 U. S. C. 
2304 (c) and this paragraph 3-218. 

3-218.2 Limitation on Authority to Negotiate Contracts. 

(a) Work in the United States. Contracts for construction work to be 
performed within the United States shall be formally advertised and may 
not be negotiated unless authorized pursuant to the following subsections 
of 10 U. S. C. 2304 (a): (1), (2), (3), (10), (11), (12), or (15), (see respec- 
tively, ASPR 3-201, 3-202, 3-203, 3-210, 3-211, 3-212, and 3—215). 

(b) Work Outside of the United States. Contracts for construction 
work to be performed outside of the United States shall be formally advertised 
and may not be negotiated unless authorized pursuant to subsections (1) 
through (17) of 10 U. S. C. 2304 (a) (ASPR 3-201 through 3-217), as appro- 
priate (note that such contracts to be performed in the Territories or posses- 
sions of the United States, and Puerto Rico, may not be negotiated pursuant 
to 10 U. S. C. 2304 (a) (6), (ASPR 3—206)). 


3218.3 Citation of Authority to Negotiate. Negotiated contracts for 
construction work shall cite as authority for their negotiation the applicable 
subsection (1) through (17) of 10 U. S. C. 2304 (a). 
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3—219 Negotiation of Set-Asides for Labor Surplus Areas. 


3—219.1 General. When set-asides are used in compliance with ASPR 
1~—302.4, such set-asides shall be negotiated under the authority of ASPR 


3—201.2 (b) (i), in accordance with procedures set forth in this paragraph 
3-219. 


3—219.2 Limitation. Pursuant to Section 626 of the Department of 
Defense Appropriation Act of 1957 (Public Law 639, 84th Congress), and 
any subsequent similar statutory limitations, no price differentials shall 
be paid for the purpose of aiding labor surplus areas. 

3-219.3 Eligible Bidders and Offerors. Negotiation for set-asides 
shall be conducted only with such responsible bidders or offerors which 
have previously submitted bids or proposals on the quantities not set aside 
conforming to the Invitation for Bids or Request for Proposals, provided 
such previous bids or proposals offered a unit price within 120 percent of 
the highest award made on the quantities not set aside; and provided further 
that contracts for such set-asides will be performed substantially in labor 
surplus areas. 

3-219.4 Method of Negotiation. 

(a) Negotiation for set-asides shall be conducted with small business 
concerns prior to negotiation with other firms in such labor surplus areas. 
Within each such group, negotiation shall begin with the bidder or offeror 
which submitted the lowest responsive bid or proposal in connection with 
the procurement of the quantities not set aside. 

(b) If procurement of the entire set-aside cannot be effected by the 
procedure set forth in (a) above, the unplaced portion of the set-aside may 
be procured in the most appropriate manner. 

(c) In conducting negotiations for the set-aside portion, only the unit 
price of the contracts awarded on the non-set-aside portion may be disclosed. 

3—219.5 Limitation on Contract Price. 

(a) When the procurement of the non-set-aside portion has resulted in 
one contract only, or in multiple awards all at the same price, any awards for 
the set-aside portion shall be made at the unit price of the non-set-aside 
portion. 

(b) When the procurement of the non-set-aside portion has resulted in 
multiple awards at different unit prices, any awards for the set-aside portion 
shall be made at the highest unit price of the non-set-aside portion. 
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Part 3—Determinations and Findings 


3—300 Scope of Part. This Part (a) enumerates the particular deter- 
minations and findings to be made (i) by the Secretary of any Department, 
(ii) by the Head of a Procuring Activity signing as ‘‘a chief officer res- 
ponsible for procurement,’’ and (iii) by a contracting officer; and (b) sets 
forth the requirements to be followed with respect to such determinations 
and findings. 


3-301 Nature of Determinations and Findings. The determinations 
and supporting findings that are referred to throughout this Regulation, 
usually as prerequisites to the authority of a procuring activity to enter 
into contracts by negotiation or to make advance payments under negotiated 
contracts, will in most instances be made by the Secretary of a Department. 
Suchdeterminations and findings shall ordinarily be made only with respect 
to individual purchases or contracts, but may be made with respect to 
classes of purchases or contracts in special cases and then only for a 
specified period and in accordance with procedures prescribed by each 
respective Department. Certain determinations, as hereinafter provided, 
may be made by the Head of a Procuring Activity signing as ‘‘a chief 
officer responsible for procurement’’ or by a contracting officer, but in 
either of these two cases only with respect to individual purchases or 
contracts. 


3-302 Determinations and Findings by the Secretary of a Department. 
The following determinations, and written findings in support thereof, may 
be made only by the Secretary of a Department, and are not delegated here- 
under except to the extent provided in ASPR 3—303: 

(i) the determination required by ASPR 3-211 with respect to any 
negotiated contract for experimental, developmental, orresearch 
work or for the manufacture or furnishing of supplies for ex- 
ferimentation, development, research, or test; 

(ii) the determination required by ASFR 3—212 with respect to any 
negotiated contract that should not be publicly disclosed; 

(iii) the determination required by ASPR 3—213 with respect to any 
negotiated contract for technical equipment requiring standard- 
ization and interchangeability of parts; 

(iv) the determination required by ASPR 3-214 with respect to any 
negotiated contract for technical or specialized supplies re- 
quiring a substantial initial investment or an extended period 
of preparation for manufacture; 

(v) the determination required by ASPR 3—215 with respect to any 
negotiated contract entered into after advertising has proved 
unsatisfactory; 

(vi) the determination required by ASPR 3—216 with respect to any 
negotiated contract entered into in the interest of national 
defense or industrial mobilization; 

(vii) the determination required with respect to advance payments under 
any negotiated contract. (See Defense Contract Financing Reg- 
gulations, Part IV, AR 715-6, NAVEXOS P-1006 (see 
NPD 31-001), AFR 173-133, 17 December 1956.) 

(The next page is 315) 
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In addition to the foregoing determinations, the Secretary of any Department 
may also make any of the determinations, and written findings in support 
thereof, that may be made by the head of any procuring activity signing as “a 
chief officer responsible for procurement” or by a contracting officer. 


3-303 Determinations and Findings by the Head of a Procuring Activity 
Signing as ‘‘a chief officer responsible for procurement.’’ The following 
determinations, and written findings in support thereof, may be made by the 
head of @ procuring activity signing as ‘‘a chief officer responsible for pro- 
curement:”’ 

(a) the determination required by ASPR 3-211 with respect to any’ ne- 
gotiated contract for experimental, developmental, or research work, or 
for the manufacture or furnishing of supplies for experimentation, develop- 
ment, research, or test, provided that such contract does not obligate the 
Government to pay more than $25,000; and 

(b) the determinations required by ASPR 3-403.4, 3-404, 3-404.3, and 
3-404.4 with respect to the use of a cost or a cost-plus-a-fixed-fee contract 
or an incentive-type contract. 


3-304 Determinations and Findings by a Contracting Officer. To the 
extent that the authority has been or may be granted by procedures prescribed 
by each respective Department, the determinations required by ASPR 3-403.4, 
3-404, 3-404.3, and 3-404.4 with respect to the use of a cost or a cost-plus-a- 
fixed-fee contract or an incentive-type contract may be made by a contracting 
officer, provided that any such determination shall be based upon written 
findings made by the contracting officer. Any other determinations or findings 
called for by this regulation, but not required by this regulation to be made by 
higher authority, may be made by a contracting officer in accordance with 
procedures prescribed by each respective Department. 


3-305 Forms of Determinations and Findings. Each Determination 
and Findings—whether for (i) “Authority to Negotiate an Individual Con- 
tract,” or (ii) “Authority to Negotiate a Class of Contracts,” or (iii) “Advance 
Payments,” or (iv) “Method of Contracting,” or (v) any other purpose—shall 
be prepared in accordance with procedures prescribed by each respective 
Department. 


3-306 Procedure With Respect to Determinations and Findings. Each 
Determination and Findings shall be approved and processed in accordance 
with procedures prescribed by each respective Department, except that 
Determinations and Findings for procurement by negotiation with respect to 
coordinated procurement (ASPR 4-101.1) shall be made in accordance with 
ASPR 4-206.2. 


3-307 Distribution of Copies of Determinations and Findings. Copies 
of each Determination and Findings shall be distributed in accordance with 
procedures prescribed by each respective Department, provided that one copy 
thereof with respect to (i) negotiated contracts (whether by individual con- 
tract or by class of contracts), (ii) advance payments, and (iii) the use of a 
cost or a cost-plus-a-fixed-fee contract or an incentive-type contract, shall be 
sent to the General Accounting Office with the copy of the contract negotiated 
and executed thereunder. 
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3-308 Retention of Copies of Determinations and Findings, and of 
Other Records. Executed originals of all determinations and findings, and 
copies of all supporting documents, shall be preserved in the cognizant pro- 
curing activity or in the Department concerned for six years following the date 
of each respective determination. Complete records with respect to all nego- 
tiated contracts shall be preserved in the cognizant procuring activity or in 
the Department concerned for a period of six years following final payment 
on each such respective contract. 
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Commander Mattoy. The other feature of the bill concerning regu. 
lations refers to regulations with respect to competition. 

I think that in the statement which I made this morning, I quoted 
in full the pertinent portions of our regulations on this subject. 

Senator SatronstaLL. Mr. McGuire, it isn’t quite clear in my mind 
whether these 17 exceptions, under which you do negotiation, are con- 
sidered by you each time when a contract comes up or are they covered 
by these regulations so that if you say you are having a contract, we 
will say, for a new type of airplane, you know right off that it comes 
within the exceptions or it comes within the regulations, or do you 
go down through those 17 exceptions every time ? 

Mr. McGuire. Just for the purposes of the record, Senator, in 
answer to your question, I myself by law or regulation do no procure- 
ment. This is done by the services. 

Senator SattronsTauu. I understand that. 

Mr. McGuire. And in our regulations we have various procedures, 
and there are certain determinations required which are required to 
be made at the secretarial level. Now I think the concept that a 
contracting officer sits down some place and just makes a contract 
with you is erroneous. I say this is the exception. Certainly I don't 
believe it ever happens in our large contracts. There are several re- 
view boards. 

Secondly, he does not sit in these negotiations alone. He has seyv- 
eral competent advisers, technical people, lawyers, auditors, that type 
of assistance. Then these go before award panels that review these 
actions before the final contract is awarded. 

So there is a constant review. What I am trying to say is this isn’t 
a unilateral position, and, depending on the type of contract, depend- 
ing on the circumstances, these must go to higher authority to be re- 
viewed. 

One of the reasons I particularly want to have the one on standardi- 
zation still reviewed by the secretary’s level is because I think this is 
a very difficult field, and one which we want to keep a lot of pressure 
on, and it is going to save us money if we can keep this pressure on, 
to be sure that we get a wide opportunity for competition rather than 
using the excuse that this is the only fellow who can do this due to 
standardization. 

Senator Tuurmonp. Mr. Secretary, I have a few more questions. 
I have a conference telephone call coming in in about 3 minutes in my 
office and I am going to ask Senator Cannon if he will propound the 
rest of these questions. 

I would like them to be on the record. 

Thank you. 

Senator Cannon. Mr. Secretary, under paragraphs 11 to 16 of 
section 2304(a), the agency head must make a determination before 
those paragraphs authorize negotiations. 

Do your regulations prevent negotiations prior to the time the agency 
head makes the required determination ? 

Mr. McGume. I would like Commander Malloy to amplify what 
I say. I think that, answering this in the broad context, the answer 
is “No.” But the point here is that determination must be made and 
justified before the contract can be placed. 
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Now where you know what you have to do in some of these cases, 
you can take care of the determination while you are negotiating your 
contract or discussing it. 

But before any final action committing the U.S. Government, these 
determinations must be made by higher authority, is that correct? 

Commander Matuoy. Yes. We have no requirement in our regu- 
lation which forbids our people to commence negotiations before the 
actual determination and finding is signed by the Secretary. 

We do have a very clear requirement that no contract may be signed 
before this takes place. In actual practice, there are certain actions 
which go on under these exceptions in which the authority to negotiate 
js clearly beyond any question of doubt. An example would be the 
negotiation of a top secret contract, where the Secretary would be 
merely finding under the law that this is a classified contract. 

The same is true in many research and development contracts. 
His finding is merely that this is a research and development contract 
and there are many that are so clear cut from the inception that it 
would not be a good administrative practice for us to hold up the 
entire procurement process waiting this kind of a signature. 

There are a great number of cases in our procurement in which 
the question as to whether there will be negotiation authority made 
available by the Secretary is in doubt, and in none of these cases do 
we commence negotiation until he has authorized it. 

An example of that would be under exception 13, the exception 
for the standardization of equipment. There would never be any 
negotiations take place until that had been authorized specifically. 

Senator Cannon. There is no attempt at negotiation and then that 
information used in the convincing of the agency head whether or 
not negotiation should be had on the contract ? 

Commander Matxioy. No, we do not, what you might say, sandbag 
him in that fashion. 

Mr. McGuire. In reviewing this particular point, I asked the ques- 
tion just to assure myself. I was pretty sure of the answer. But 
the secretaries don’t always accept these reasons. This is not a 
routine signing matter. 

Senator Cannon. Now paragraph 10 of section 2304(a) authorizes 
negotiation when it is impracticable to obtain competition. Both 
the number of procurement actions and the net value of procurement 
under this exception are relatively large. Could you tell us about 
the regulations governing the use of this exception and give us some 
explanation of the extent of its use? 

Commander Matuoy. Yes, sir, I would like to answer that. The 
exception 10 to which you refer is an authority to negotiate for prop- 
erty or services for which it is impracticable to obtain competition. 

This means that it is impracticable to secure competition by formal 
advertising. There are a great number of situations which we spell 
out in our regulations, and some of which I would like to cite for 
you to give you a feel for the kind of situation that we use this 
hegotiation authority for. 

One is as follows: When the contemplated procurement is for elec- 
fle power or energy, gas, water, or other utility services. 
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A second is when the contemplated procurement is for stevedorin 
terminal, warehousing, or switching services and when either the rates 
are established by law or regulation, or the rates are so numerous 
or complex that it is impracticable to set them forth in the specifica. 
tions of a formal solicitation of bids. 

Still another is when the contemplated procurement is for com. 
mercial ocean or air transportation, including time charters, space 
charters, and voyage charters over trade routes not covered by com- 
mon carriers, and including services for the operation of Government- 
owned vessels or aircraft. : 

Another is when the contract is for services related to the procure- 
ment of perishable subsistence such as protective storage, icing, proc- 
essing, packaging, handling, and transportation, whenever it is im- 
practicable to advertise for such services a sufficient time in advance 
of the delivery of the perishable subsistence. 

Of course another use of exception 10 is where the material which 
we are to purchase is obtainable from only one person or firm. And 
a final one, and I have not endeavored to cite them all, but these are 
illustrative, is when it is impossible to draft, for a solicitation of bids, 
adequate specifications or any other adequately detailed description 
of the required supplies or services. 

I might add that with respect to this last matter, we have instituted 
control features over that, and our regulations say in another portion: 

The authority contained in ASPR 3-210.2(XIII) shall not be used in procure 
ments in excess of $50,000 unless its use is approved in advance at a level higher 
than the contracting officer. 

I would like to also point out that our regulation also says this about 
the use of this exception : 


Every contract that is negotiated under the authority of this paragraph 3-210 
shall be accompanied by a signed statement of the contracting officer justifying its 
use and indicating in addition whether the price, rate or charge is fixed by law 
or regulation, and a copy of such statement shall be sent to the General Account- 
ing Office with a copy of the contract negotiated and executed hereunder. 

Mr. Chairman, these are illustrative examples of the wide range of 
things which are included under this one particular exception, and 
some indication of our administrative procedures which review the use 
under it. 

Senator Cannon. Thank you, Commander Malloy. 

Now S. 1383 provides that whenever a purchase is negotiated under 
paragraphs 10 or 15 of section 2304(a), the agency head must transmit 
to the Attorney General a full statement of the facts and circumstances 
upon which such a determination is made. pe 

Could you give us some indication of the number of actions involved 
and your comments on this requirement? Now you have already 
answered that in part with your comments on the requirements, but 
I wonder if you could cover the rest of it, Mr. Secretary ? 

Mr. McGuire. I think Commander Malloy has the number of trans- 
actions that we estimate this would require reports on. 

Commander Matxoy. Our feeling is that the administrative work- 
load entailed in this provision is entirely unfruitful. It would bea 
substantial load in the neighborhood of 70,000 to 80,000 transactions 
each year, and it seems to us to be founded on the premise that merely 
because I place a contract of the type that I have just illustrated, that 
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this is prima facie evidence that there is some violation of the anti- 
trust laws or other statutes, or that the Department of Justice is con- 
cerned in such matters. 

We do not feel that this is the case. We would point out that the 
present Armed Services Procurement Act does have a requirement for 
submission of suspected violations of the antitrust statutes to the At- 
torney General, and our own regulation has added to that. In cooper- 
ation with the Attorney General, we also report any suspected viola- 
tions of the antitrust statutes that occur under negotiated procure- 
ments. 

Mr. McGuire. The law now requires under 2305(d), “the agency 
head to refer to the Attorney General any bid received after formal 
advertising which he considers evidence of a violation of the antitrust 
laws. 

We have gone further than that. Our ASPR No. 1-111.2, which 
was developed with the concurrence of the Department of Justice, 
implements the above statute and broadens it to cover both advertised 
and negotiated contracts. We don’t consider that there-is something 
sinful under advertising that is not sinful under negotiation. 

Senator Cannon. Could you point out the circumstance under which 
an award is not made to the lowest bidder? I think it is not intended 
in answer to that question to just say you find responsible, but some 
specific circumstances under which you found that the lowest bidder 
was not the one to whom the award should be made. 

Commander Matxoy. I would like to split my answer to that into 
two parts and deal first with formal advertising, because in formal 
advertising we are required to make an award to the lowest responsible 
and responsive bidder whose bid is in compliance with our invitation 
for bids. 

Now generally we are able to make award to the bidder with the 
lowest price. The exceptions to that would be in those instances 
where our investigation indicates that a particular low bidder is not 
qualified to perform. 

Another exception, and these often come to the attention of Mem- 
bers of Congress because they tend to be rejections for technical rea- 
sons, have to do with the technicalities and formalities that I men- 
tioned in my statement. A bidder who does not comply very strictly 
to the requirements of the invitation for bids is often rejected because 
of a technicality. 

If he were to indicate that he took exception and wanted a change 
in any particular clause of the invitation for bids or any other feature 
of the invitation for bids, he would be rejected as being nonresponsive. 
In formal advertising, we very often do not award to the low bidder 
in those instances where the invitation for bids has indicated that time 
of delivery is to be an important factor in the selection of the con- 
tractor. 

In that case we would pass over the lower bidders who were not 
able to meet the essential requirement of delivery. So here again is < 
case of not awarding to the low bidder. 

In the case of negotiated contracts, we have to look at the wide 
range of different situations that we have tried to describe. In those 
that are based primarily on price competition, we have pretty much 
the same philosophy as applies to formal advertising. 
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We do award to the low man unless there are good reasons why we 
do not. And these could be many. 

In the next category would be in our technically complicated pro- 
curements where we are looking for the very best value for the Goy- 
oe and often the price consideration is not a true measure of 
value. 

And when we get into research and development and into the selec. 
tion of contractors for our major weapons systems, price obviously 
must be only one of the considerations which is involved. 

We normally, in selecting contractors for research and development, 
do not think in terms of low bidders or high bidders. We think in 
terms of the most technically competent and those who are not quite 
so competent. 

Senator Cannon. Senator Saltonstall ? 

Senator SatronsTat. I have several questions. I don’t know how 
far you want to run or whether Commander Malloy will come back 
with Mr. McGuire. I would like to go a little bit into these incentive 
contracts. It might take a little time. I don’t know whether you 
want to start now or not ? 

Senator Cannon. I understand that the chairman does not intend 
to proceed this afternoon, and that the hearings will be continued 
over until Tuesday. 

Now I am willing to go personally as long as you wish to go at this 
time in an attempt to get as much of it out of the way as wecan. I 
de have another committee meeting at 2 o’clock. 

Senator SatronstaLu. Ido,too. Let me ask several little questions, 
is that satisfactory ? 

Senator Cannon. That will be fine. 

Senator SatronsTaLt. Commander Malloy or Mr. McGuire, do each 
of the services have their owne regulations on the procurement laws 
or are they all in that book which you brought us from the DOD? 

Commander Matitoy. The Armed Services Procurement Regulation 
contains the basic policies and procedures which are used by all three 
departments in the Department of Defense. 

ach military department does issue a procurement regulation 
which implements and supplements the Armed Services Procurement 
Regulation and which the Armed Services Procurement Regulation 
itself authorizes. 

These regulations of the departments are, as I indicated, in imple- 
mentation of the Armed Services Procurement Regulation, and we are 
always endeavoring to take common policies which are pursued 
throughout the department and place them in the Armed Services 
Procurement Regulation. 

Our own ASPR regulation provides that the military departments 
are not authorized to adopt any major procurement policy without 
the specific approval of Mr. McGuire’s office. 

Senator Sattonstatu. So that Mr. McGuire’s office has the super- 
vision over any of these individual services’ regulations regarding 
procurement ? 1. 

Commander Matxoy. I would not say that he had the supervision 
because the supervision of those documents is within the military 
departments. 

However, he has the overall policy guidance control which they 
must follow, and we actually are continually conducting a review 0 
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these regulations and each military department in turn reviews the 

ations issued by the other military departments as we endeavor 
to pursue a very firm Program of trying to codify all of our pertinent 
policies into the Armed Services Procurement Regulation. 

Mr. McGuire. Indicated that if I disagree with one of my associates, 
[would make it known. The ASPR operation has been a tremendous 
task. As I pointed out, this is continually subject to review. Now in 
the process of the development of ASPR, each of the services have 
some peculiarities that they have to implement further. 

Now it is true that they cannot do anything in their implementation 
that would be construed as a major policy, and when they take excep- 
tions, they tell us about them. In the last 2 years I think that we have 
made substantial progress in the Department of Defense in setting 
forth an objective which is acceptable and agreed to by the services. 

This implementation should take the pattern of a minimum amount 
of implementation. There are areas, due to the peculiarities of the 
service, Where there must be some. But rather than leaving it on the 
basis that it is an acceptable procedure we have sought to cliallenge the 
implementation. 

And we are now reviewing the implementation in the office of the 
Secretary of Defense to be sure that it does not go beyond what the 
original intent was. Now keep in mind that, in the development of 
ASPR itself, the three services work on the language with my people, 
and if all three of them can agree and it makes sense, we issue it. 

If there is a disagreement then it comes to me and I have to get the 
materials secretaries together to see if we can’t come to some sensible 
solution. 

Our objective in this matter is to see if we can keep the implementa- 
tionata minimum. Thisisa relatively new approach in terms of the 
time which it took to get the basic document together. In other 
words, we are constantly going back, and now we are going back 
again from a reviewing point of view, to see how much of this imple- 
mentation we can get uniform. 

I contend that as far as industry is concerned, the simpler we have 
the instructions, the better off we are. 

Senator SatronsTaLL. Does this book which is on the table and 
which has been introduced by Mr. Malloy cover the regulations in all 
three departments or is that just your overall regulations? 

Commander Matxoy. This volume here is just the overall regulation 
called the “Armed Services Procurement Regulation.” I did not 
intend to introduce this document into the record, sir. 

Senator SatronstatL. Mr. Chairman, you are a good lawyer. You 
seemeceibe it. LIagree with you we don’t want to clutter the record 
with that. 

Mr. McGuire or Commander Malloy, take the Air Force, for ex- 
ample. Is their regulation substantial or is it 

Commander Ma. oy. It is a substantial book, yes, sir. 

Senator Satronstaty. So that for each of the services, using the 
Air Force as an example, there is a substantial additional amount 
peculiar to that service ? 

Mr. McGuire. I would like to correct that. The Air Force. book 
picks up ASPR, in many cases it is the same. In many cases they 
state ASPR and then elaborate on it with the problem they have. 
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The services recognize and the Secretaries are in agreement that 
our objective here is to put extreme pressure on trying to get this 
implementation as minimum as possible. 

That is, prove that you have to have it. 

Senator SarronstaLu. And have you got the authority to say yes 
this is so; yes, you can have this; or no, you can’t have it? ~~ 

Mr. McGutre. Yes. 

Senator Sauronstatu. And is there any appeal from your decision, 
appeal to the Secretary himself, I assume? 

Mr. McGuire. Yes, they can appeal to the Secretary but very 
candidly we have had no such problems. ' ‘ 

Senator Sattonstatu. I was just trying to get your authority, 

Mr. McGurre. Yes, I have the authority to do that, Senator, 

Senator Sattonstatu. So that boiled down, these regulations are 
made by you or by the services and approved by you, and if there is 
any difference, you are trying to get them as uniform as you can? 

Mr. McGuire. I would like to change that if I could for the record, 
The basic guidelines are made by us, and the implementation of it is 
made by the services. Now if we think the implementation that is 
brought to our attention is improper, and we are now seeing all the 
implementation and reviewing it, we can stop that. 

In the case of where a service now comes up with an individual 
problem that it faces, whereas in the past this could probably be put 
in their regulations, we now require that they interchange this in 
the ASPR committee so that we know about it. 

We have picked up some very good things where one service may 
have a condition that comes up and writes a rule on it. All right, 
if it is good for this service, I say it ought to be good for the See 
services or we ought to examine it to see whether it is good for any 
service. 

I might add that to the best of my knowledge a number of other 
agencies in Government use this document as a guideline, and I know 
that NASA is now using this. I don’t think they want to be com- 
mitted that they must use it, that they can’ issue their own. But by 
and large we are having NASA sit in on our ASPR committee meet- 
ings so that they have the benefit of this exercise. 

his is not purely confined to Defense. We try to disseminate this 
information to other Government agencies to see if we can get some 
uniformity in that respect. 

Senator Sautronstatt. Mr. Chairman, with your courtesy may I 
ask one more question ? 

Senator Cannon. Certainly. 

Senator Santonstaty. This question is stimulated by something 
that you said in your answers. Do you approve or do you think it 
would be helpful to have written into law broad general legislative 
guidelines for these procurement procedures, many of which are now 
done by executive or administrative decision under the Armed Serv- 
ices Procurement Act? 

Mr. McGutre. That is a pretty broad question. I think I have 
tried to clarify my statement. I think it is healthy for the Hill and 
Congress to know that we are going to have negotiation and we are 
going to have competitive negotiation and noncompetitive negott 
ation. 
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Senator SattonsTati. And you are going to do it this way ? 

Mr. McGuree. And that it isn’t sinful. On the other hand, I think 
if you were to attempt to write into law all the contents of this docu- 
ment in the areas that it gets into, that the law would be needlessly 
cluttered and no longer be a law. Where do you stop? Now my 
point of view as an administrator in this is that I always take the posi- 
tion that any bill is sincerely put forth and my problem is, How is it 
interpreted 5 years from now? This is the very basic problem. 

We think that we have got a good set of regulations. We think 
they are flexible and we can adapt them to the current conditions, 
and 1 think we have demonstrated to you in this case of reporting to 
the Attorney General we have gone beyond what the law says. 

As good citizens and good administrators, I think it is required. 

Senator Sauronsratu. [ have no further questions, Mr. Chairman. 

Senator Cannon. Thank you, Mr. Secretary, I think I know a little 
how some of these small businesses might feel now because this regu- 
lation situation has got me hopelessly confused for the moment. 

Do I understand now that if the contractor, or subcontractor, or sup- 
plier wants to deal with one of the services, they have regulations 
that may govern all of that dealing? 

However, if they do not, then the dealings are governed by the 
ASPR regulations ? 

Mr. McGuire. I wouldn’t quite put it in that interpretation. I 
would say that this document here is a governing document and in- 
dustry by and large knows it. And that it is the intention of the 
implementation—I won’t say there isn’t some that have gotten in there 
and we are trying to find those inconsistencies—to.have this uniform. 
But if the level of approval, for example, in the Navy is different 
than in the Air Force or the Army, this is the type of implementation 
that goes on. 

Now Commander Malloy has been in the Navy and General Thur- 
man has been in the Air Force and they can probably speak in more 
detail to your question. 

Commander Matioy. The businessman of course will start off, if 
he wants to research the rules under which we operate, with this 
volume known as the “Armed Service Procurement Regulation.” The 
size of it should not be an indication of what an individual business- 
man has to fully know and understand. 

It includes a very large section which sets forth the contract clauses 
which our people are to incorporate into invitations for bids or into 
contracts, 

It includes highly specialized sections on taxes and on patents and 
on labor and on inspection and on foreign purchases and things of 
this kind which are necessary to cover the very wide range of things 
that might come up. 

But it is certainly not the kind of a thing which anyone would have 
to know and understand before he can do business with the Govern- 
ment. 

Senator Cannon. In other words, the man does not have to be a 
Philadelphia lawyer to do business with them under the regulations? 

Commander Maroy. That is correct. 
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Senator SatronsraLu. He has to be either a Reno or a Boston 
lawyer. 

Senator Cannon. Senator, do you want to recognize the presence 
of Mr. Chapman and Mr. DeLuca whom you requested appear? 

Senator SatronstaLL. Mr. Chairman, I just asked my assistant to 
speak to them. I feel very sorry that they were not able to testify 
today. But they said they would be glad to come at another time. ° 

Senator Cannon. The chairman is not here. I understand that he 
wants the meeting to go over either until Tuesday morning or Wednes- 
day morning. 

There may be a conflict of committee meetings requiring a decision 
between those two mornings at a later time, so that the committee 
meeting will now be recessed and will be subject to the call of the 
chairman. 

The Department will be notified and we will proceed with General 
Thurman’s testimony as the first witness at the next hearing and then 
proceed with the additional witnesses. 

Senator SatronstaL.. Mr. Chairman, may I just say this. I would 
hope most respectfully that we could have, if possible, two hearings a 
week, or even have afternoon sessions, so that we can make progress 
on these bills this month, if it is possible to do so. , 

Senator Cannon. I concur in that. 

(Whereupon, at 1:10 p.m. the hearing was adjourned, subject to 
the call of the Chair.) 
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TUESDAY, JULY 21, 1959 


U.S. SENATE, 
SrectaL SUBCOMMITTEE OF THE 
CoMMITTEE ON ARMED SERVICES, 
Washington, D.C. 

The subcommittee (composed of Senators Thurmond, Stennis, Er- 
vin, Cannon, Saltonstall, and Bush) met, pursuant to recess, at 10:15 
a.m.. in room 212, Senate Office Building. 

Present: Senators Thurmond (presiding), Stennis, Cannon, and 
Saltonstall. ' 

Also present : Brig. Gen. F. J. McMorrow, Director of Procurement, 
Office of the Deputy Chief of Staff for Logistics, Department of the 
Army; Comdr. M. Malloy, Chairman of the Armed Services Procure- 
ment Regulations Committee; Messrs. Wingate, Darden, and Atkin- 
son of the committee staff. 

Senator THurMoNnpD. The subcommittee will come to order. 

The presentation of the Department of Defense on the three bills be- 
fore this subcommittee was divided into three parts. Secretary Mc- 
Guire and Commander Malloy have presented two of these parts. 

Maj. Gen. W. T. Thurman, Assistant for Production Programing 
in the Office of the Air Force Deputy Chief of Staff for Materiel, is 
present this morning to give the third part of this presentation. 

General Thurman’s comments are with reference to section 7 of 
8. 500, which is entitled “Procurement of operational systems.” 

After General Thurman’s testimony and committee questioning, 
we have scheduled the General Accounting Office with Mr. J. E. 
Welch, Deputy General Counsel, as the principal witness. The Sen- 
ate meets early today, however, and it may be necessary to suspend 
our hearing before completing all of the testimony outlined for this 
morning. 

General Thurman, you may proceed. 


STATEMENT OF MAJ. GEN. W. T. THURMAN, OFFICE OF THE DEPUTY 
CHIEF OF STAFF FOR MATERIAL, U.S. AIR FORCE 


Senator Stennis. Mr. Chairman, as a member of this committee 
if I may say just a word and submit three questions, I think these 
are very important bills. The fact that I have not been here before 
is due strictly to the reason that I have just been tied up on other 
matters where I had been holding hearings, conferences, committee 
meetings, and so forth. I am very much interested in the bill. I 
want to make a special study of it and the testimony and discuss it 
with you gentlemen. 
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I have been impressed with the fact for years as a member of this 
committee that the impact of military pr ocurement on the econom 
of the Nation as a whole was growing and becoming more comphi- 
cated and more of a problem to the serv ices, and I want to submit 
the following three questions to be answered by whatever category 
they fall into. May I submit these now? 

Senator THurmonp. Yes, sir. 

Senator Stennis. I will then have to retire because I have another 
committee meeting at 10:30 where I am chairman. 

1. The amount of military procurement money spent in each State 
by the military departments. If possible, principal subcontracts 
should be included in this tabulation. 

2. The percentage of the procurement dollar spent on cost-plus- 
fixed-fee- type contracts. 

I suppose it is already in the record or I am sure it will be coming in, 

General THurMan. It is available. 

Senator Stennis. 3. The percentage of the procurement dollar spent 
on classified contracts because any form of competition is necessarily 

restricted to those responsible contractors having facility security 
clearance. 

I would like to have these answers as specific as possible and sub- 

mitted for the record as soon as it becomes available. 

I know that has been covered in some ways by testimony already. 

Senator THurmonp. General Thurman, will you see that the 
answers are supplied to these questions ? 

General THurMaANn. I will do so, yes, sir. 

Senator Stennis. Thank you, General, and thank you very much, 
Mr. Chairman. Will you excuse me now? 


Thank you. 
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(The information subsequently furnished follows :) 


MILITARY PRIME CONTRACT AWARDS, BY STATE, Marcu 1959 


Taste 1.—Net value of military procurement actions for supplies, services, and 
construction, fiscal years 1958 and 1959 to date 


[Amounts in thousands] 





Fiscal year to date Current quarter 





State July 1967-March | July 1958-March January=March January-March 
1958 1959 1959 


1958 


Amount | Per- Amount Per- Amount Per- Amount Per- 



















cent cent cent cent 
I etaidpetoemnig inact leatin lmetpeeishi dl ctigeneneecins Ibo ciemeaethapendaasee ccckotaengsll sayraploceae tne aD 
Total United States and 
Territories ?.....-.---- $13, 902, 301 |-...-.-- $15, 918, 640 |...---- $5, 416, 207 |.....-- $5, 245, 951 |_...... 
distributed by 

1S eee he pig rere SO to. nace 430, 447 |...---- fh 
State totals 4__...-...----] 12,723,459 | 100.0 | 14,427,653 | 100.0 | 4,985,760 | 100.0 | ‘4,744,080 | 100.0 
i nouns 91, 808 a 98, 032 a 33, 260 7 31, 112 Py 
wes — 126, 362 1.0 158, 648 £3 70, 969 1.4 34, 132 A 
meueeess .-_........ 18, 527 om 11, 883 ox 2, 456 (5) 5, 508 sk 
Gemeemia. .......... 2,683,211 | 21.1] 3,797,706 | 26.3 939,692 | 18.8] 1,222,678 25.8 
ok 154, 591 1.2 158, 337 2s 43, 482 .9 49, 936 1.1 
Connecticut-.-....--- 597, 547 4.7 , 360 2.7 127, 317 2.6 151, 286 3.2 
Delaware......-.---- 25, 100 am 38, 700 3 16, 078 3 10, 563 aS 
District of Columbia_ 45, 533 4 70, 351 5 15, 792 38 12, 487 .3 
ce ne 217, 032 17 308, 7: 2.1 100, 451 2.0 51,510 1.1 
a soc 211, 335 1.7 218, 846 1.5 74, 679 1.5 47,510 1.0 

co RE 5, 255 (5) 6, 594 (5) 3, 227 2 1, 261 (5) 
enone 337, 872 2.7 295, 790 2.1 99, 677 2.0 97, 764 2.1 
eS 20.2 207, 073 1.6 264, 527 1.8 39, 383 8 150, 724 3.2 
en EE 49, 533 -4 82, 109 -6 20, 201 .4 29, 266 .6 
ee e 572, 903 4.5 246, 736 1.7 255, 589 5.1 66, 157 1.4 
Kentucky .-...-.-.---- 20, 019 om 19, 909 ae 8, 248 ee 9, 557 om 
 caciwe 111, 088 9 132, 496 9 16,779 a 23, 579 .5 
cain ts arabia 47, 727 -4 106, 074 . 38, 230 8 6, 192 7: 
Maryland. .....----- 310, 849 2.4 247, 961 1.7 119, 593 2.4 94, 181 2.0 
Massachusetts-_----- 432, 872 3.4 694, 309 4.8 207, 341 4.1 319, 046 6.7 
EE ete awosnt 238, 233 1.9 535, 116 3.7 118, 388 2.4 154, 111 a2 
Minnesota..-...-.... 95, 194 .8 138, 198 1.0 64, 408 1.3 29, 511 6 
Mississippi.......... 21, 414 am 71, 673 5 6, 181 1 56, 249 1.2 
EE 291, 421 2.3 437, 814 3.0 185, 773 3.7 220, 365 4.6 
hE 10, 010 ol 18, 769 a 2, 976 on 6, 640 a 
OS 28, 935 om 53, 280 4 8, 028 me 25, 127 6 
ee ean adns 5, 170 (5) 6, 634 1 2, 165 (5) 3, 604 am 
New Hampshire..-.- 16, 668 an 20, 684 a 3, 414 oa 4, 802 o3 
New Jersey.....-.--- 515, 275 4.1 663, 438 4.6 269, 268 5.4 224, 176 4.7 
New Mexico.......-. 40, 047 3 48, 213 3 19, 334 4 11, 561 -2 
WO. on cnacne 1,517,776 | 11.9] 1,557,225] 10.8 660, 433 | 13.2 534, 978 11.3 
North Carolina_..... 144, 700 1.1 260, 568 1.8 99, 977 2.0 28, 419 6 
North Dakota--.-...-- 4, 734 (5) 9, 451 on 3, 017 Be 3, 786 ou 
ee 667, 328 5.2 687, 869 4.8 264, 257 5.3 242, 192 6&1 
Oklahoma.........-- 124, 861 1.0 119, 294 8 25, 404 -5 30, 977 .7 
re od ae 11, 591 + 19, 066 is 4, 744 an , 580 om 
Pennsylvania_......- 449, 723 3.5 417, 378 2.9 150, 219 3.0 125, 662 2.7 
Rhode Island........ 11. 165 = | 20, 424 oi ‘ ot 4, 984 we 
3 24, 977 —_ 12, 504 3 6, 148 m 

(5) 7, 816 a 2, 700 a 2,025} (5) 
-5 83, 955 .6 12, 866 3 14, 392 .3 
8.0 979, 063 6.8 300, 030 6.0 262, 334 5.5 
3 100, 875 oe 5, 611 | 1 55, 851 1.2 

“a 6, 740 oa 1, 981 (5) 1, 747 (5) 
Rs 146, 388 1.2 128, 771 9 26, 213 .5 50, 426 11 
Washington_..._...- 845, 286 6.6 498, 607 3.5 455, 261 9.1 170, 418 3.6 

West Virginia. -..... 9, 688 oe 14, 719 on 4, 479 ad 2, 238 (®) 
Wisconsin_.........- 93, 727 a 114, 079 .8 39, 252 8 31, 306 oe 
UNE... ccnnan 3, 499 (5) 31, 801 | on 874} @) 17, 022 .4 








For footnotes, see p. 191. 
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TABLE 2.—Net value of military procurement actions for supplies, services and 
construction, by department, July 1958—March 1959 ? Tal 


[Amounts in thousands] 





























\ 

_—_— ss 

| Total | , 
State Army Navy Air Force 

Amount /|Percent 

ee 

Total, United States and Territories ?___--.-.-- $15, 918. 640 |-.------ $3, 423. 392 | $4, 844,486 | $7, 650, 762 Co 

Not distributed by State 3_._....-...-----_---- 1, 490, 987 |..---.-- 667, 583 346, 285 477, 119 Te 

State totals 4. _._-_- met iatihponsencetnewewant 14, 427,653 | 100.0 | 2,755,809 | 4,498,201 | 7, 173 gg Not 

a 

Alabama. .......--.---.------------------- 98, 032 -F 54, 741 | 10, 285° 33, 006 - 
Arizona_-_.-------------------+----------- | 158, 648 1,1 22, 295 | 15, 126 121, 997 
Arkamsas--....-.------ pneedieda<buditenteie 11, 883 oa 7, 398 | 1, 823 2. 662 
EE cc thngaanccbsensspcneesdaer=scer 3, 797, 706 26.3 | 353,129 | 1,101,540} 2, 343037 
Colorado. ..-..---------------------------- 158, 337 1.1 9, 250 2, 276 146, 811 
Cpnnectiont Sie eee nie oer oeemdahnaccat a8, 360 2.7 45, 517 281, 244 66,599 
et a itoe siege pier adagenconniny 38, 700 3 4, 933 28, 376 39 
District of Columbia. ....-..-----.-------- 70, 351 5 24, 71 23. a ar a 
EE etalahcserccd-carieagorsetessnsast | 308, 788 2.1 142,158 | 54,683 111, 947 
Georgia... ...-.---------.+---9------------- 218, 846 1.5 26, 644 | 24, 226 167, 976 
Idaho - ...-..-..-+-----<----<-------------- 6,594} (5) 4, 526 | 1, 486 582 
TUM. - . ......-5-<-.--.------------------ 295,790; 2.1 125, 729 | 74, 536 95, 525 
SIND a= nak wel nn sinngy= fennenatanmnne ne | 264, 527 1.8 59, 783 | 92, 283 112, 461 
BOB opp == =~ am arm see pew enon sen ape-ae 82, 109 .6 33, 636 | 29, 654 18, 819 
Kansas SE eridbiektladinhd smbnpereoake 246, 736 1.7 18, 489 | 26, 793 201, 454 
Kentucky .-.--.----------,--------------- 19, 909 | 1 14, 013 | 4, 479 | 1,417 
EE on cnnenconedoginedgerccabepapennp 132, 496 9 7, 247 | 121, 379 3, 870 
a ncaa cab ewihnmcgntest | 106, 074 | ei 7,419 | 88, 986 | 9, 669 
Ps anwsncdeerriaesheatamenas -| 247, 961 iv 52, 118 | 84.015 | 111, 828 
REIS i a gn ons tay -n anne 694, 309 | 4.8 193, 476 271, 995 228, 838 
Michigan. .._-.--.-.-.-------+------------ 535, 116 3.7 373, 151 | 37, 256 124, 709 
Minnesota. Be ES | ~ See EA Se a 138, 198 | 1.0 42, 457 | 44,915 50, 826 
Mississippi ceenege aie hocabteen cet 71, 673 | i) 9, 485 | 57, 545 4 643 
oe en deta amenshst xpuite | 437,814 | 3.0 34, 974 155, 435 247, 405 
Montana------.-- od Fheeee tamer <b bm baceary 18, 769 | ae 5, 156 10, 306 3, 307 
NemwaskB......-.---.--.--.--------- 53, 280 4 42, 690 | 1, 222 9, 368 
Nevada----.----- Rete ead teenes | 6, 634 - 2, 947 | 2,171 | 1, 516 
New Hampshire-........--.- ot a an 20, 684 | ot 9, 409 | 9, 525 | 1, 750 
New Jersey Seta aa nb hires 663, 438 | 4.6 113, 373 217, 989 | 332, 076 
New Mexico i i i 8, { 3 29, 089 6, 878 | 12, 246 
New York Sai gate sod ene see  eew onal 10.8 179, 761 | 578, 332 799, 132 
North Ee ctokccks Datecucceamsine tak tens 1.8 | 195, 065 | 58, 894 | 6, 609 
I nh eigen an porn n= 9, il 6, 876 | 124 | 2, 451 
Ohio- -- late indents Cake nia aes 687, 869 4.8 70, 824 | 234, 162 382, 883 
Oklahoma..--_-_--- ee ee nO ae 119, 294 eK 16, 747 68, 704 33, 843 
Oregon... ---.---------------- emiageapein 19, 066 od 8, 787 | 7, 783 2, 496 
Pemrsgivania. ............-. ; 417, 378 2.9 99, 540 | 207, 789 110, 049 
I enn chnanpcpacnesabarss 20, 424 | 3, 025 | 15, 760 | 1, 639 
South TRIES oe San ae on woneenn-n----| 24, 977 | mid 8, 614 | 12, 438 3, 925 
NEE. oo nk eean ens 7, 816 Ma 3, 196 | 2,121 | 2, 499 
Tennessee - eo tannie d epeneieaineds sins eee 83, 955 6 36, 778 | 12, 731 | 34, 446 
J | En a Speak ie paisa anne 4 979, 063 6.8 96, 611 | 264, 330 | 618, 122 
Utah a 100, 875 BS 27, 515 | 6, 966 66, 394 
Vermont § msdieediiogn caapeteialh eee tage sew sacle Je 6, 740 | ol 5, 308 | 295 1, 137 
VitgOMs. .....-..2-------------------- 128, 771 | 9 35, 366 | 66, 634 | 26, 71 
Denk aintete nestle: 498,607| 3.5] 27,981 | 44,829] 425, 797 
West Virginia. -..-....-------.----- aceon 14, 719 | a 868 | 13, 511 340 
Winme@ain. .....-.....-.-----------—---- 114, 079 | 8 | 36, 229 | 17, 100 60, 750 
So ince cae enininnipeeeah iow a 31, 801 2 | 26, 778 3, 448 1, 578 











For footnotes, see p. 191. , 
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650, 762 
477, 119 
178, 643 
a 
33, 006 
121, 227 
2, 662 
343, 037 
146, 811 
66, 599 
5, 391 
21, 817 
111, 947 
167, 976 
582 
95, 525 
112, 461 
18, 819 
201, 454 
1, 417 
3, 870 
9, 669 
111, 828 
228, 838 
124, 709 
50, 826 
4, 643 
247, 405 
3, 307 
9, 368 
1, 516 
1, 750 
332, 076 
12, 246 
799, 132 
6, 609 
2, 451 
382, 883 
33, 843 
2, 496 
110, 049 
1, 639 
3, 925 
2, 499 
34, 446 
618, 122 
66, 394 
1, 137 
26, 771 
425, 797 
340 
60, 750 
1, 578 








For footnotes, see page 191. 
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Taste 3.—Net value of military procurement actions for supplies, services, and 


construction, by fiscal years, fiscal years 1956, 1957, and 1958 
[Amounts in thousands] 


_ 


| Fiscal year 1956 


Fiscal year 1958 












































Fiscal year 1957 
State : | 

Amount |Percent| Amount | Percent] Amount | Percent 
—eXY | _— p — 
Total, United States and Territories ?...._. 1$18, 184, 532 |.....- .-|$19, 855, 801 - asdcnns De Losaniteee 
Not distributed by States 3................ 5 008, 968 |...) 1.838 406 |........ 1 A SI accents 
Es snk hcnnesinknnnemainren aed 16, 490, 564 | 100.0 | 18,027,365 | 100.0 | 20, 867, 061 100. 0 
Alabama.-...-.---- bam an sccdtbndemeldeld 138, 488 .8 161, 624 | 9! 163, 220 .8 
EL enn akansccedeas Stoo esRowmaes | 140, 683 9 175, 217 | 1.0 | 189, 314 .9 
IL oct des oosup tamenacendaos 32, 175 a 23, 523 | a 31, 562 1 
I obs an wake deed tha nwaeheon 3,311,203 | 20.1 | 3,38:,927 | 18.8] 4,457, 666 21.4 
SS Be 78, 732 | 5 222, 226 | 1.2 205, 470 1.0 
RLS 2. 2. Soo JLo ieee ER 7.5 977, § 5.4 | 897, 283 4.3 
Delaware - 5 Akins nmahe SE nmdaeent 6—3,745 | (5) 89, 842 | 5 | 127, 021 .6 
District of Columbia_................- 118, 364 | .7 122, 934 ect 84, 573 .4 
ED a ob a nnwuhs detintkccean godess 163, 253 | 1.0 249, 652 | 14] 308,891 1.5 
SS ae a RO oe «ce hee! 196, 154 | 1.2 248, 659 °1.4 | -~ 323, 086 | 1.5 

eet. Fk saetadtlean dation 8,208 | (5) 6, 747 (5) | 12,050 | (5) 
I scan cbencnas stb anwbenadaltnal 887, 053 | 5.4 510, 719 2.8 | 577, 329 | 2.8 
DIRE coo on anon ate einnnwndsons 255, 170 1.5 405,521} 2.2] 421,046 2.0 
Ree et ie oe Oe 81, 590 | 5 111, 105 | .6| 106,199 | . 
Kansas. ....--- Se halted de i idanel | 362, 482 2.2| 463,232} 2.6] 1,169, 464 5.6 
SNE ae Riana debalOccnadatans 46, 947 | 3 38, 247 | a) 34, 422 2 
es 2 ee ee | 168, 875 | 1.0 | 170, 530 | 9 | 141, 863 ow 
Maine Bh des xen acti de saaainod 85, 468 | 5 | 118, 916 | nd 7, 237 4 
SEMEN... soe duecs Rocke ee 554, 423 3.4 561, 517 3.1] 472,275 2.3 
Massachusetts......-.-.-..--..--.--.- | 609,301} 3.1 604, 688 3.4 | 734, 514 | 3.5 
I a 308, 292 | 1.9] 431,234 | 2.4 531, 791 2.5 
NE... 5 5o...5-s0ewuee a 145, 922 9 222, 276 | 1,2 | 155, 891 .7 
CDE. . cn codecadubtoanes aes 48, 273 | 3 | 98, 625 | 5 | 42, 589 | 2 
SUNIL, 5 5.0... 4 beh ctbnn nn bites 537,641 | 3.3] 449,818 | 2.5 | 498,744 | 2.4 
Montana. oS RE Fe cant ee. 12, 641 a 18, 447 | 1] 35, 184 2 
ere: .2 38S. ee ee Lee 24, 044 | i 30, 930 2 | 47, 025 2 

EE td I A oak ome 15, 644 | ul 13, 307 7 10, 533 (5) 
New Hampshire... ...2:.21.....L. 25, 077 | a0 38, 435 | a 33, 634 a 
New Jersey----- bat 8....p 2.1 | Set! 5.3 848, 216 | 4.7 884, 589 | 4.2 
SIO. L522. bddeebeccoksewn 52, 838 | au 52, 168 .3 77, 397 4 
Renee S26 Uk ALR Se 1,927,255 | 11.7 | 2,219,654 | 12.3) 2,424, 043 | 11.6 
ereaamronmes....) -Lit.U2... Li 314, 522 | 1.9 | 3,723} 211] 329,537 1.6 
Mere amenota. 5.0...) 522 /32.-L 23, 216 ee 712 at 19, 558 1 
See on 8 tt. b ee a a | 1,046,613 | 6.3 6.8 | 1,007, 230 4.8 
SS SSeS oe es Se 96, 676 | 6 .8 | 173, 880 8 
Oregon pcb euch ks plile we che eke 25, 636 iF I 2 27,917 a 
Dmpmeria:@.). 2. te 8.2 691, 502 4,2 | 3.8 | 700,262 3.4 
he Se ee Es 36, 632 | 2 2 | 24, 174 | oa 
South Carolina...-...----.--.-------- 44,807} .3 | °3] — 57,654 ‘3 
Le Me nS a ee ee 16, 278 oR () |} 13, 099 oul 
DE 3. o-oo oct dbdibs bs cedaeen 104, 546 .6 5 | 4] 80, 489 .4 
Texas... fcc t ee ose ek 929, 438 | 5.6 | 1,168,237} 6.5] 1,446,482 6.9 
eee... bt eR. 29, 273 | a 30, 535 | 2 76, 391 .4 
ees. 560-2: (It oe SE 13, 008 1 12, 064 | 7 17, 895 at 
E05 ct Bi LE Se 121, 791 | 7 198, 216 | 1.1 | 220,947 1.1 
eee. | 2h sb oe 445, 293 | 7 693, 235 | 3.8 | 1,202, 354 5.8 
erate 2. <b et 21, 727 1 18, 202 | ad 15, 997 wi 
ER a ae 180, 298 | 1.1 128, 314 ea 161, 190 8 

I io Si cinch ihc di cmnccdeinns 6, 692 (5) 30, 502 a 6, 100 (5) 
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TABLE 4.—Net value of military procurement actions for supplies, services, ang 
construction, by half year periods, July 1955—December 1958 


{Amounts in thousands] 


eee 


Half years 
i eeesennescmnenenmenetei eines neni seersaseets 


July-December January-June J uly-December January-June 











State 1955 1956 1956 1957 
aempapnrennn ifs ceinesetnsoinspesn fn etiieintsenmnseetenceitii mntcmnssisimeadl a aE 
Amount | Per- | Amount | Per- | Amount | Per- | Amount | Per. 
cent cent cent cent 

WE ae ecnt-kossee $6, 443,045 | 100.0 |$10, 047,519 | 100.0 |$9, 384, 552 | 100.0 |$8, 642,813 | 400.9 
IIR Sd cnocenectannes 37, 061 6 101, 427 1.0 73, 226 8 88, 398 10 
DEIOOR..£ og cigasccccsccesboe 21,973 3 118, 710 1.2 80, 510 9 94, 707 1.2 
Arkansas. 20, 176 .3 11, 999 on 11, 630 mS 11, 893 1 
California. 1, 045, 351 16.2 | 2,265,852 | 22.6 | 2,024,752 | 21.6 1,357,175 15.7 
Colorado. .- 24, 241 .4 54, 491 .5| 109,398] 1.2] 112,828 13 
Connecticut 360, 568 5.6 870, 586 8.7 513, 206 6.5 464, 683 5.4 
Delaware 8, 733 -1} —¢12,478| —.1 6, 614 1 83, 228 1.0 
District of Columbia- - --*-- 65, 123 1.0 53, 241 -5 63, 702 7 59, 232 a 
eh ae hvecanne-s-nto= 85, 342 1.3 77, 911 8 133, 435 1.4 116, 217 13 
eS eS eS - ee 65, 759 1.0 130, 395 1.3 163, 009 1.7 85, 650 1.0 

| eS eee 4, 392 vl 3,816 | (5) 2,502} (5) 4,245 | (8) 
ek sea 426,476 | 6.6 460,577 | 4.6 | 360,227] 38] 150,492] 17 
sn sees 94,143} 1.5 161,027/ 1.6] 175,488] 1.9 ; 27 
SS St eae 34, 312 5 47, 278 5 35, 311 4 75, 794 9 
emanate —629,425| —.5 391,907 | 3.9] 498,590] 5.3|/—°35,358] —"4 
TEOMUIIOY 6 ocuce--ncsesseces 24, 064 -4 22, 883 -2 11, 352 1 26, 895 3 
REE. 3i-.--.<cscese 98,812] 1.5 70, 063 a 93,674} 1.0 76, 856 ‘9 
SS 2 RGR ee 15, 741 2 69, 727 at 60, 440 .6 58, 476 7 
LS, =a ae 251, 020 3.9 303, 403 3.0 322, 488 3.4 239, 029 2.8 
Massachusetts.......-..---- 124, 527 1.9 384, 774 3.8 252, 305 2.7 352, 383 41 
Le 96, 898 1.5 211, 394 2.1 158, 544 1.7 272, 690 3.2 
Deinnesots . ..........--...- 62, 854 1.0 83, 068 8 96, 443 1.0 125, 833 1.5 
ES 10, 119 2 38, 154 4 21, 848 2 76, 777 9 
ie NL 156, 737 2.4 380, 904 3.8 74, 539 2.9 175, 279 2.0 
tS Se ee 4, 426 oh 8, 215 od 5, 356 of 13, 091 a 
DE ie bo a aeccnbdpesoee 12, 460 -2 11, 584 ol 18, 029 2 12, 901 3 
en cniastomip iow ini 6, 592 ol 9, 052 ok 6, 254 on 7, 053 wl 
New Hampshire-.......- 12, 222 2 12, 855 -l 19, 062 -2 19, 373 2 
New Jersey.....---- 410, 452 6.4 468, 559 4.7 415, 599 4.4 432, 617 5.0 
INOW DAMEN. 5 ccnccbaes 18, 592 -3 34, 246 3 21, 941 2 30, 227 3 
DE TL a cpnctithipecs 780,129 | 12.1) 1,147,126; 11.4 , 880 9.6 | 1,318,774] 153 
North Carolina...........-.- 177, 894 2.8 136, 628 1.4 129, 205 1.4 247, 518 2.9 
North Dakota........-.---- 9, 2 13, 694 1 2,472} (5) 45, 240 5 
SD die ie easehibapees 371, 678 5.8 674, 935 6.7 505, 575 5.4 720, 078 8.3 
TPRRRNOUI, op tanecendaseene 43, 951 o@ 52, 725 5 94, 479 1.0 41, 574 5 
ON 6 oe 11, 041 2 13, 695 -l 10, 446 ae 21, 427 2 
Pennsylvania-.......-....--- 237, 823 3.7 453, 879 4.5 369, 472 3.9 316, 739 3.7 
S09 OO —E—EEEEeEEee 11, 123 2 25, 509 -3 13, 799 -2 23, 039 3 
South Carolina.......-....-- 20, 119 3 24, 688 3 17, 958 =e 33, 651 4 
South Dakota. ............- 2, 267 (5) 14, 011 ol 2, 367 (5) 5, 361 1 
sh. cancubssmeoncs 36, 97 -6 67, 574 ok 34, 641 -4 45, 194 5 
RE cee nannesbdsasoee 594, 119 9.2 335, 319 3.3 586, 192 6.3 582, 045 6.7 
Tsien han eineounies 12, 57 .2 16, 697 -2 19, 819 a 10, 716 l 
a, EE eee 910 (°) 12, 098 -l 2, 397 (5) 9, 667 1 
I oc ninannnwinw 55, 938 9 65, 853 of 68, 740 aa 129, 476 1.5 
ID noon nnnngnoneta 422, 776 6.6 22, 517 2 511, 034 5.5 182, 201 21 
. 3) Se &, 960 -l 12, 767 ol 9, 769 aa 8, 433 1 
ESTEE ES 72, 367 6 107, 931 1.1 71, 916 8 56, 398 of 
MEE co vceicoceccccess 2,239] () 4, 453 1 3,917} () 26, 585 -_ 





For footnotes, see p. 191. 
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Taste 4.—Net value of military procurement actions for supplies, services, and 
construction, by half year periods,’ July 1955—December 1958—Continued 


[Amounts in thousands] 
nt eee 
Half years 





State July-December 1957 January-June 1958 July-December 1958 








Amount Percent Amount Percent Amount Percent 


hegre ES SE LD I SL OD 














Meh Oa isncenssaes~s $7, 737, 699 100.0} $13, 129, 362 100.0 $9, 683, 573 100.0 
RNs. cet -besnbns ad 58, 548 8 104, 672 8 66, 920 uid 
Se cn cnihvigeeccvennencwe 55, 393 a 133, 921 1.0 124, 516 1.3 
tienen -enaneeh ar 16, 071 2 15, 491 ah 6, 375 1 
nb mien aaron ool 1, 743, 519 22. 5 2, 714, 147 20.7 2, 575, 028 26. 6 
SE con sbraiiviveat=-neeies 111, 109 1,4 94, 361 -7 108, 401 1.1 
i csgreinr = pmwonen oie 470, 230 6.1 427, 053 3.2 242, 074 2.5 
BE Ch canden—inenmenns en 9, 022 he 117, 999 9 28, 137 3 
District of Columbia-..-..-. - 29, 741 -4 54, 832 A 57, 864 -6 
ces cnann ncaa ai 116, 581 1.5 192, 310 1.5 257, 278 2.7 
ll ET 136, 656 1.8 186, 430 1.4 171, 336 1.8 
ci dnnnenncccuaneece 2, 028 (5) 10, 022 3 , 333 - 
er 238, 195 3.1 339, 134 2.6 198, 026 2.0 
ER SE Ries 167, 690 2.2 253, 356 1.9 113, 803 1.2 
onc dna nasinisen ncn 29, 332 .4 76, 867 -6 52, 843 -5 
ne sss mconcieraslennd 317, 314 4.1 852, 150 6.5 180, 579 1.9 
cnc pnainnrenonebien 11, 771 om 22, 651 2 10, 352 ol 
can ncuenem obi 94, 309 1.2 47, 554 4 108, 917 1.1 
= er ars 9, 497 as 77, 740 -6 99, 882 1.0 
Es cgenncnevesncanes 191, 256 2.5 281, 019 2.1 153, 780 1.6 
Massachusetts 225, 531 2.9 508, 983 3.9 375, 263 3.9 
Michigan. -------- peewews clea 119, 845 1.5 411, 946 3.1 381, 005 3.9 
ita mamicimipos 30, 786 .4 125, 105 9 108, 687 1.1 
cars acces a wins liie 15, 233 2 27, 356 an 15, 424 2 
nd ccccrannanasasches 105, 648 1.4 393, 096 3.0 217, 449 2.2 
ARE ae FR 7, 034 me 28, 150 2 12, 129 ok 
DE cccenmavedsnosescsea 20, 907 3 26, 118 on 28, 153 eS 
i chdinsiaancacweniases 3, 005 @®) 7, 528 ol 3, 030 ® 
New Hampshire-... 13, 254 a 20, 380 2 15, 882 2 
New Jersey ..-- 246, 007 3.2 638, 582 4.9 439, 262 4.5 
New Mexico...- 20, 713 3 56, 684 4 36, 652 -4 
1 857, 343 11.1 1, 566, 700 11.9 1, 022, 247 10.6 
North Carolina 44, 723 -6 284, 814 2.2 232, 149 2.4 
North Dakota 1,717 () 17, 841 Pe 5, 665 -l 
itinnsehadesnacccuntus 403, 071 5.2 604, 159 4.6 445, 677 4.6 
ati acnennndenphonivad 99, 457 1.3 74, 423 .6 88, 317 9 
i cndccnimnndaconhee 6, 847 a 21, 07 2 10, 486 o 
Pennsylvania. 299, 504 3.9 400, 758 3.0 291, 716 3.0 
sc cncucncnanscess 7, 606 ol 16, 568 of 15, 440 2 
CS SS SE 22, 183 3 35, 471 3 18, 829 2 
ST PPOED cncarcccnasensce 2, 180 ® 10, 919 oe 5, 791 on 
TE. chdensiedeuasveeses 47, 137 6 33, 252 3 69, 563 of 
cccawscstconepseees 714, 401 9.2 732, 081 5.6 716, 729 7.4 
St ctpciensnseucenouces 34, 260 4 42, 131 .3 45. 024 5 
intbimuntenthecewesseee 8, 536 3 9, 359 on 4, 993 () 

i diehinccintwnsaaintieiinn 120, 175 1.6 100, 772 8 78, 345 .8 
Es io iiniicconnsmecnaton 390, 025 5.0 812, 329 6.2 328, 189 3.4 
eS eee 5, 209 oh 10, 788 3 12, 481 a 
tain wnenennmewuliens 54, 475 = 106, 715 8 82, 773 a 
i tidinhecanmwcnncewe 2, 625 () 3, 475 ® 14, 779 on 





1 See notes on coverage, p. 192. 

1 Includes all contracts awarded for work performance in the United States, including its territories and 
possessions, regardless of location of the procuring office. 

+ Includes contracts of less than $10,000, all contracts awarded for work performance in Alaska and in 
U.8. Territories and possessions, contracts which are in a classified location, and any intragovernmental 
contracts entered into overseas. 

‘Net value of contracts of $10,000 or more for work in the continental United States. Data on Alaska 
will be shown separately effective July 1, 1959 (fiscal year 1960). 

5 Less than 0.05 percent. 


§ Minus figure is a net amount resulting from contract cancellations in excess of new awards associated 
with reprograming. 


As008 £ ante wre * 





192 MILITARY PROCUREMENT 


NOTES ON COVERAGE 


It is oo that data on prime contracts by State do not provide any direct indication as to the 
State in which the actual production work is done. For the majority of the contracts with manufacturers 

the data reflect the location of the plant where the product will be finally processed and assembled. Con: 
struction contracts are shown for the State where the construction is to be performed. However, for some 
contracts with large companies with more than 1 plant, and for contracts with service, wholesale, or other 
distribution firms, the location is usually the address of the contractor’s main office. 

More important is the fact that the reports refer to prime contracts only, and cannot in any way reflect 
the distribution of the very substantial amount of material and component fabrication and other gsyb. 
contract work that may be done outside the State where final assembly or delivery takes place. 

The report includes definitive contracts, and funded portions of letter contracts and letters of intent 
job orders, task orders, and purchase orders on industrial firms, and also includes interdepartmental pur. 
chases, made from or through other governmental agencies, such as those made through the General Services 
Administration. The data include upward or downward revisions and adjustments of $10,000 or more, 
such as cancellations, price changes, supplemental agreements, amendments, etc. 

The report does not include that part of open end or indefinite quantity contracts that has not been 
placed under specific purchase order, nor does it include that part of project orders (i.e., production directives 
to Government-owned-and-operated facilities) which has not yet been translated into contracts with 


industrial firms. 

The contract value data shown in this report differ from obligations data in Department of Defense fiscal 
reports on procurement and construction because: (1) this report includes contract awards for services while 
the fiscal reports exclude obligations for this purpose; (2) contract data do not include obligations for project 
orders issued to military-owned and military-operated establishments, such as navy yards, unless and 
until those funds are used to finance contracts with private business firms or with other Government 
agencivs; and (3) this contract report is limited to transactions within the United States whereas the fiscal 
reports include obligations on a worldwide basis. 


Source: Office of the Secretary of Defense, June 1, 1959. 
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Department of Defense, net value and number of military procurement actions 


0 the by type of contract pricing provision, fiscal years 1958 (July 1957—Jume 1958) 
urers, 
Con: [Amounts in thousands] 
some 
other we 
Department of Army Navy Air Force 
reflect Defense 
 sub- Type of pricing provision 
ntent, Amount | Per-| Amount | Per-| Amount | Per-| Amount | Per- 
1 pur- cent cent cent cent 
rvices 
more, a 
ET VALUE 
been x 
go Grand total....-.----------- $24, 196, 977 |_..--- $5, 992, 632 |. ..... $6, 991, 132 |._...- $11, 213, 213 |....-- 
Intragovernmental_-.------ Bel, 190 1... <5 202; 871 |j...... 99, 865 |.....- 228, 443 |..---.- 
fiscal Actions less than $10,0001_| 1, 504,171 |__.-_- 356, 823 |=... $20, 878 |_..._- 427, 471 |_..-.- 
while Other contracts..-.---- 22, 161, 627 |100.0 5, 033, 939 {100.0 | 6,570,389 |100.0 | 10, 557,299 | 100.0 
roject SS =—__ 
S and Fixed price type, acne tiie 13, 388, 816 | 60.4 3, 632, 605 | 72.2 4, 669,817 | 71.1 5, 086, 394 48.2 
iment Spa —_— 
fiscal ek Bla ca buts 6, 168, 679 | 27.8 | 2,710,815 | 53.9 | 1,882,364 | 28.7] 1,575,500| 15.0 
Redeterminable........-| 1,630, 271 7.4 762,638 | 15.1 369, 573 5.6 498, 060 4.7 
Incentive-.---- as ahottiuban 4, 253, 712 | 19.2 65, 017 1.3 1, 188, 704 | 18.1 2, 999, 981 28.4 
I cp cso magne tinn 1, 336, 154 6.0 94, 135 1.9 1, 229,176 | 18.7 12, 843 a 
Cost reimbursement type, 
iid ndwaiidinme culpes 8, 772,811 | 39.6 1, 401, 334 | 27.8 1, 900, 572 | 28.9 5, 470, 905 51.8 
NN Sin. Rawk ntoctsh atl 616,629 | 2.8 191, 197 3.8 125, 281 1.9 300, 151 2.8 
RE eno ond anibnant dé 7, 363,218 | 33.2 1, 174, 765 | 23.3 1, 771, 787 | 27.0 4, 416, 666 41.8 
Incentive fee_--...---.--- 703, 175 3.2 0 0 20 (?) 703, 155 6.7 
Time and material - - -._- 74, 793 3 22, 872 -5 1, 439 (2) 50, 482 5 
a 14, 996 a 12, 500 -2 2, 045 (?) 451 (?) 
NUMBER A a , ey See Ne 
Grand tota].........-- Ienietsipaila Ge PE Pawnee 2, 410, 613 |_._--- 1, 198, 939 |.__--- I, 522, 152 }...... 
Intragovernmental _-__-_-_- 673, 509 |_....- re 2 ae 116, 033 |-...-- Sk SE bee owe 
Actions less than $10,0001) 4,349,926 |_..__- 2, 043, 289 |._-.-- 1, 052, 978 j.....- 1, 253, 659 |...-.. 
Other procurement ac- 
tions _ _ .-- »tueh alpo band 108, 269 | 100.0 46, 066 |100.0 29, 928 |100. 0 32, 275 | 100.0 
Fixed price type, total__.---.- 91, 305 | 84.3 40, 843 | 88.7 25, 409 | 84.9 25, 053 : 77.6 
BN. Divnsc cn ub skeet 78, 244 | 72.3 38, 370 | 83.3 20, 216 | 67.6 19, 658 60.9 . 
Redeterminable- -.------ 4, 562 4.2 1, 596 3.5 724 2.4 2, 242 6.9 ? 
Ns. cocuenenmm we 4, 505 4.1 44 me 1, 556 5.2 2, 905 9.0 be 
EME... caccsenben 3, 994 3.7 833 1.8 2, 913 9.7 248 8 j 
Cost reimbursement type, q 
Ne oo Gewese 16, 964 | 15.7 5, 223 | 11.3 4,519 | 15.1 7, 222 22.4 . 
RS, StL 4,748 | 4.4 1,458 | 3.2 1,147 | 3.8 2,143 | 6.7 3 
IND... onond<heomsbuis 10, 792 ' 10.0 3, 298 7.2 3, 265 | 10.9 4, 229 13.1 
Incentive fee__.....--.-- 214 -2 0; 0 10 oe 204 -6 
Time and material - ----. 991 .9 302 6 63 2 626 19 
Labor hour.-_........-... 219 - 165 3 34 ca 20 sf 







































































































1 Except intragovernmental. 
4 Less than 0.05 percent. 


Source: Office of the Secretary of Defense, Dec. 1, 1958. 
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Department of Defense, net value and number of military procurement actions 
by type of contract pricing provision, July—December 1958 






























































Navy Air Foree 
Type of pricing provision canine 
Amount | Per-| Amount | Pep. 
cent cent 
NET VALUE (IN THOUSANDS) 
ge eee $3, 408, 040 |... $5, 484, 750 |. 
Intragovernmental.-. _.--. 84, 653 |....-- 229, 716 |__.. 
Actions of less than oe 
RR ES 761, 859 |...... 368, 050 |....-- 178, 878 |_...-- 214,981 |... 
Actions of $10,000 or more !__| 10,178,914 |100.0 1, 994, 293 |100.0 | 3,144, 509 |100.0 5, 040, 112 | 100.9 
Fixed price type, total....... 5, 669, 786 | 55.7 1, 037, 483 | 52.0 2, 537, 395 | 80.7 2,094,908 | 41.6 
(Se een mR SE 2, 998, 855 | 29.4 974,277 | 48 8 1, 201, 290 | 38.2 823,288 | 16.3 
Redeterminable_._....-- 322,922 | 3.2 53,607 | 27 145,129 | 4.6 124,186 | 25 
no nadataceahen 1, 333, 101 | 13.1 151 (2) 195, 277 6.2 1, 137, 673 | 22.6 
| eee 1,014, 908 | 10.0 9, 448 5 995, 699 | 31.7 9, 761 2 
Cost reimbursement type, ee 
a cideien ethene dete 4,509,128 | 44.3 956, 810 | 48.0 607,114 | 19.3 | 2,945,204] 58.4 
eh 294, 378 2.9 101, 118 5.1 47,185 1.5 146, 075 2.9 
RI xcctccnite sen 3, 884,417 | 38.2 838, 402 | 42.0 557,003 | 17.7 2, 489,012 | 49.4 
Incentive fee _.........- 277,301 | 2.7 0 .0 5}; @® 277, 25% 5.5 
Time and material ___..- 45, 033 4 11, 331 -6 1,108 | () 32, 504 6 
I nc cwtientpocser 7, 999 it 5, 959 3 1, 768 a 272 | @) 
NUMBER —— 
Ok hs 3, 117, 068 | ..-.-.- 1, 338, 130 |.--.-- 958, 809 |... 820, 119 |...... 
Intragovernmental_.__- Sore 1---+a0 180, 425 | ....- 03, 573 |.....- 127, 276 | .ccse 
Actions less than $10,0001.| 2, 666,605 | -_.... oe 2 851, 229 |.- 677, 957 | ._-... 
Actions of $10,000 or more !_. 49,179 {100.0 20, 286 {100.0 14, 007 {100.0 14, 886 | 100.0 
Fixed price type, total._____- 42,675 | 86.8 18, 269 | 90.0 12, 337 | 88.1 12,060 | 81.0 
acc chen tnwace 35, 926 | 73.0 17, 359 | 85.6 9,489 | 67.7 9,078 | 61.0 
Redeterminable. ......-_- 1, 901 3.9 673 3.3 331 2.4 897 6.0 
IR ae. dooce separ 2, 781 5.7 7 (2) 773 5.5 2,001 | 13.4 
Meonmepien.........<....- 2,067 | 4.2 230.) 1.1 1, 744 | 12.5 6 
Cost reimbursement type, Fe _ al “a ha 
Sc aabieletemodonenaston 6, 504 | 13.2 2,017 | 10.0 1,670 | 11.9 2,817 | 19.0 
RE cnncdetecceson 1, 611 3.3 585 2.9 399 2.8 627 4.2 
ee dn ee 4,109 8.3 1, 243 6.1 1,214 8.7 1,652 | 11.1 
Incentive fee........_.-- 236 5 0 .0 1 (2) 2385 1.6 
Time and material... -_- 434 9 97 5 44 .3 293 2.0 
BE OE cde ncccctae 114. iz 92 5 12 | 10 ob 











1 Except intragovernmental. 
3 Less than 0.05 percent. 


Source: Office of the Secretary of Defense, Mar. 18, 1959. 


Percentage of military prime contract procureemnt negotiated under title 10 
U.S.C. 2304(a) (12), classified purchases, fiscal year 1958 and fiscal year 1959 


through March 1959 
[Dollar amounts in thousands] 





July 1957 to | July 1958 to 
June 1958 March 1959 





Total, military procurement excluding intragovernmental orders_.........---- $23, 665, 798 $16, 291, 587 
Negotiated under title 10 U.S.C. 2304(a) (12), classified purchases: 
Teen nnn eee eee ee eclabieke cum aeoncibeime $315, 018 $415, 404 
a iesadenasincwesnaneeesouonse 1.3 2.5 


LRT 


; Source: Office of the Secretary of Defense July 22, 1959. 
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Senator THurmMonp. You may proceed. 

General TuHurman. Mr. Chairman, I have a prepared statement. 
It was submitted to the committee at the opening of these hearings. 
I have also prepared an addendum to that statement dealing with the 
subject of subcontracting which has been raised during these hearings 
ond if it meets with the approval of the Chair, I would follow my 
first statement by reading the addendum. 

[ have been asked by the Assistant Secretary of Defense to direct 
my comments before your committee to section 7 of S. 500, 86th Con- 

ss. That section entitled “Procurement of operational systems” 
Feals with the management and procurement of what have come to 
be known in the Department of Defense as weapons systems and sup- 
porting systems. 

The intent of section 7 seems to be to give specific statutory recogni- 
tion to one type of weapon system management and one type of pro- 
curement used by the services. We think that the objective of identi- 
fying sound weapon system management and successful procurement 
procedures is a good one; however, the wording of section 7 appears 
to imply that there is one preferred procedure for weapon system 
management and one preferred method for the procurement of weapon 

stems. 

"ithe procedures or methods described in section 7—i.e., appointment 
of system managers within a department and procurement to a large 
degree from a single prime contractor—are used successfully by the 
services, but we fear that to single them out implies precedence over 
other procurement and management methods which have been found 
to be effective in particular circumstances. 

We have found that considerable misunderstanding exists as to just 
what weapon system management is, as well as when and why it is 
used. I believe a brief discussion of these points may help in consider- 
rel i ae legislation and our objections to the language of 
section ¢. 

“Weapon system management” is a rather broad phrase covering the 
several approaches to implementing the weapon system concept. The 
“weapon system concept” is a philosophy of management approach 
which emphasizes the importance of timely integration of all aspects 
of a weapon system (or support system), from establishment of the 
operational requirement through design, development, production, 
personnel training, operation, and logistic support. 

A “weapon system”—as contrasted with the weapon itself—is a 
total entity consisting of an instrument of combat, such as a bomber 
or an intercontinental ballistic missile, together with all related equip- 
ment, supporting facilities, services, and trained personnel required 
to bring the instrument upon its target or to the place where it carries 
out the function for which it was built. Development, production, and 
eet of a weapon system.almost invariably involves many 
military and industrial activities. 

The weapon system concept is certainly not a new or different idea. 
Historians probably could identify the essential elements of coordina- 
tion in the first weapon whose production, operation, and support 
required the efforts of more than one person. 
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Procurement of major military oqnipment always has called for 
joint efforts of the various technical, logistic, and operational ele- 
ments. 

In the years since World War II, however, it has become apparent 
that with our complex, high cost. weapon and supporting systems we 
could not afford the cost in dollars, materials, manpower, and time 
that results when there is anything less than the utmost achievable 
in coordination and cooperation among the many functional elements 
of the service involved and contractors who work together to develop, 
produce, operate, and support the weapons or weapon systems. 

So the weapon system concept was evolved—and is still evolving— 
to increase the emphasis on coordination required to get our Weapons 
into the operational inventory efficiently and on time. To achieve 
this coordination each of the services has developed particular organ- 
izations and procedures covered by the term “weapon system manage- 
ment.” 

In the Air Force, for example, we have weapon system project offices 
for aircraft and missiles and electronic system project offices for sup- 
port systems such as Sage and the ballistic missile early warning 
system. 

These are Joint Air Materiel Command and Air Research and De- 
velopment Command management offices which have responsibility for 
direction and control of all phases of the complete weapon system or 
support system. We also have weapon system phasing groups, made 
up of representatives from all interested Air Force agencies, who 
assist the weapon system project office by tying all the functional 
actions together and reviewing the program for deficiencies. 

The Army and the Navy, similarly, have their particular organiza- 
tions and procedures charged with assuring integrated coordinated 
development, production, and support of their weapon systems. 

Now the main point of my discussion is that for any given weapon 
system any one of a variety of management practices and procurement 
techniques may be used, depending upon the nature of the end item, the 
capability of industry, the technical and management resources avail- 
able to the procuring activity, and the degree of urgency in getting 
the weapon or supporting system to the operational forces. 

I will describe some representative examples to illustrate both the 
variations in management techniques and variations in contracting 

rocedures currently employed by the services. It is my understand- 
ing that the Army relies upon its technical service, command, and 
arsenal organizations as the basic system upon which it plans for the 
design, development, and production of its weapons. 

A commodity such as mortars or missiles is assigned to a command 
or arsenal with responsibility for planning, direction, control, and 
accomplishment of the commodity program. 

“In-house” facilities and talent may be used for all or part of the 
design and development work on a particular item, or contracts may 
be made with outside sources while the arsenal or command retains 
control of the work. 

In the case of the Jupiter missile, the Army Ballistic Missile Agency 
carried the system from initial concept through prototype manufac- 
turing, and the Chrysler Corp. was selected for production of the air- 
frame and assembly of the missile. 
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The propulsion system, guidance and control system, and reentry 
yehicles are manufactured by subcontractors to Chrysler. In con- 
trast, in the case of the Hawk, Nike-Ajax, Nike-Hercules, and the 
Nike-Zeus contracts for design, development, and production were 
awarded to prime contractors after the Army Ordnance Missile Com- 
mand had completed concept and feasibility studies and had estab- 
lished the requirements and detailed essential military character- 
istics. 

Ordnance personnel monitor the program and maintain surveillance 
over the contractors’ efforts, whether performed at their own plants 
or by subcontractors. . 

The Navy, likewise, uses a variety of techniques in managing the 
weapon system programs. Generally, the principal naval end items— 
ships, aircraft, and ordnance—have been supplied by the mi.jor 
technical materials bureaus—Ships, Aeronautics, and Ordnance. 

In carrying out their functions, these Bureaus have used various 
methods of development, procurment, and management, tailored to 
the task at hand. ; 

The Bureau of Ships may employ a private firm of naval architects 
to design a new ship while retaining in one of its naval shipyards 
the task of providing detailed working plans. 

The Bureau of Ordhihes may complete the design and development 
of a shipboard ordnance system within its own complex of naval 
activities. The Bureau of Aeronautics may introduce into the fleet 
a new aircraft like the North American A3J whose entire cycle of 
design, development, and production has been accomplished by pri- 
vate industry. In the case of the Talos, Terrier, and Tartar missiles, 
the Bureau of Ordnance contracted with technical organizations out- 
side the Navy for their research and development, then contracted 
for prototype models, test vehicles, and production from industry, 
with the Bureau acting as system manager. 

In the cases of the Bullpup, Sparrow, and Eagle missiles, private 
firms were invited by the Bureau of Aeronautics to submit systems 
analyses competitively. The best qualified bidders were selected and 
given broad technical responsibilities for the development of the en- 
tire missile system, including coordination of the development efforts 
of the subcontractors. 

Again the Bureau retained control, including review and overriding 
technical authority. 

On the other hand, for the Polaris missile, the Navy established a 
special task force to exercise concentrated management over all as- 
pects of that high priority program. Since it involved extensive de- 
velopment in completely new missile propulsion and control areas, in 
ship design and construction, in precise navigation and other matters, 
the program cut more squarely than any other across organizational 
responsibilities within the Navy. 

The Polaris management organization, called the Bureau of Ord- 
nance Special Projects Office, as weapon system manager, directs the 
efforts of all organizations, from Navy Bureaus, offices, and field 
activities to the major private contractors engaged in the project. 

The Special Projects Office negotiates all prime contracts for certain 
major subsystems and maintains liaison with contractors and sub- 
contractors. The Lockheed Aircraft Corp. was selected as prime 
contractor for the Polaris missile system. 
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Lockheed has employed two major subcontractors: One for missile 
propulsion and the other for missile guidance. Lockheed, as missile 
system contractor, is responsible for coordination with subsystems 
wr and subcontractors and for final assembly and test of the 
missile. 

In the Air Force we have given great emphasis to the weapon system 
concept and weapon system management. This is because practically 
all of our weapons and major supporting systems are complex, costly 
and so dependent upon complete system integration that they require 
the intensive coordinated management effort characterized by that 
approach. 

Because the Air Force has only one major procurement activity, the 
Air Materiel Command, and one major research and development 
activity, the Air Research and Development Command, the joint 
weapon system project offices and the electronic system project. offices 
have become a fairly standard mechanism for centralizing manage- 
ment of our weapon systems and supporting systems. 

We do have some exceptions to this pattern, however, and numerous 
variations of management techniques that the weapon system project 
offices and the electronic system project offices apply to their individual 
systems. 

The B-52, for example, represents one method of weapon system 
management common to a number of aircraft programs. Here, as is 
normally the case, the B—52 weapon system project office is the weapon 
system manager for the Air Force. 

It coordinates the total development, procurement, production, 
training, and support of the B-52 and, in conjunction with the air- 
frame prime, directs the design phasing and integration of the various 
major components such as engines, bomb-navigation, electronics, and 
armaments subsystems which are procured by the Air Force and 
furnished to Boeing, the prime airframe contractor. 

This procurement practice of furnishing major subsystems to the 
assembly contractor is followed when it is most efficient and economical 
for the Government to contract directly with several prime contractors 
for the components or subsystems to be installed in the end item, as 
in the case of those aircraft which use a common engine, or electronic 
or armament equipment. 

The B-58, like the B-52, is managed by a joint Air Materiel Com- 
mand-Air Research and Development Command Weapon System 
Project Office, but the procurement and management procedures vary 
in one important respect. 

Convair, the prime airframe manufacturer, is known as the “single 

rime contractor” and (except for the engines and several minor 
items) the company is responsible for subcontracting for and con- 
trolling development and production of all the subsystems, assemblies, 
and components which make up the complete weapon. 

This procedure of placing greater technical and management re- 
sponsibility on the contractor for supervision and integration of the 
complete weapon resulted from an effort to shorten the development- 
production leadtime; to insure the compatibility of systems and sub- 
apes by developing all elements of the weapon as an integral unit 
through centralization of control of design in one contractor; and to 
make use of technical and scientific skills of industry which are in 
short supply in the Air Force. 
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The weapon system project office still retains overall management 
control of the program as well as time-phasing and integration of all 
actions of Air Force agencies and ycteg 6 5 Similar use of the single 
prime contractor is being made in the B-/0, Bomarc, and F-108 pro- 
rwenla like to point out there that procurement of subsystems 
through the weapon system prime contractor in the development 

of the weapon does not necessarily mean that production items 
willbe bought in the same way. | . 

If configuration and integration problems can be sufficiently nailed 
down we may buy production versions of a given subsystem directly 
from its producer and furnish them to the weapon system contractor 
for incorporation in the end item. We are in the process of making 
this kind of appraisal in the B-58 program right now, in connection 
with the fiscal year 1960 buy. ; 

The Air Force ballistic missile program illustrates another impor- 
tant variation in weapon system management organization and pro- 
curement procedures. 

As you may know, the overall management of the Atlas, Titan, 
Thor, and Minuteman programs is handled by the Ballistic Missile 
Division of the Air Research and Development Command and the 
Ballistic Missile Center of the Air Materiel Command in a joint ef- 
fort which consists of a number of weapon system project offices. 

In this instance detailed weapon systems management is provided 
by this joint organization which was established to assure priority 
handling and centralized direction and control to all aspects of this 
immense and urgent effort. 

For each of the ballistic missile programs the Ballistic Missile Cen- 
ter places prime contracts for the airframe, the propulsion system, the 
guidance system, the reentry vehicle, and the ground support equip- 
ment and with the technical assistance of Space Technology Labora- 
tories, a private scientific and engineering corporation, the weapon 
system project offices provide overall direction and coordination of all 
the contractors’ efforts, as well as coordination among all the Air 
Force agencies who have functional responsibilities in these programs. 

One further illustration of a variation in our weapon system man- 
agement procedures, or in this case an electronic system management 
procedures, is the SAGE project office. SAGE is that portion of our 
air defense system that provides the means for the semiautomatic 
processing of data and weapons control. 

Senator THuRMOND. Excuse me a minute. 

Would you repeat your last sentence there about SAGE? 

General Tuurman. SAGE is that portion of our air defense that 
provides the means for the semiautomatic processing of data and 
weapons control. 

_ The SAGE project office was established in New York City in 1954 
in order to provide day-to-day detailed technical and logistic coordi- 
nation between the Air Force and the principal contractors located 
nearby. That project office provides priority handling and integra- 
tion of all elements which make up this complex system, including 
data acquisition and identification, dete processing facilities, and com- 
munication facilities, so that each air defense sector will be complete 
and operational when it is delivered to the Air Defense Command. 
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In this instance the actual procurement of major items of equip- 
ment and subsystems is done by the Rome air materiel area which js 
the chief Air Force procuring agency for ground electronic equip- 
ment. 

However, the determination of requirements, evaluation of techni- 
cal performance, scheduling, expediting, coordinating, and integrat- 
ing the implementing activities, testing of the sectors and their ele- 
ments, and improving the operation and supportability of the sectors 
is the responsibility of the SAGE project office which will continue 
until all the sectors become operational. 

Here, then, are illustrations of some of the methods now. in use 
by the services to manage weapon and support systems and to pro- 
cure associated supplies and services. 

The selection of each method was based upon an evaluation of the 
resources available to the Government, the industry capabilities, the 
nature of the end item, and the urgency of the program. 

A few years from now I am certain there will be many other varia- 
tions in use created in an effort to improve our performance to meet 
the needs of new or special situations. 

I think you can see from this we are concerned with the present 
wording in section 7 which we feel places undue stress on one man- 
agement method and one procurement procedure for handling our 
weapon system and supporting system programs. 

I believe the changes to section 7 suggested in the detailed report 
submitted by the Department of Defense would correct the present 
deficiencies and permit the necessary flexibility the services must have 
to adjust the management and procurement methods to fit the cir- 
cumstances of each new weapon system. 

Mr. Chairman, the subject of the extent to which the services exer- 
cise control over subcontract structure has been raised, and if it meets 
with your approval, I have prepared a short statement on the sub- 
ject which I would like to read at this time. 

Senator THurMonbD. You may proceed. 

General THurman. During the hearings last week, there appeared 
to be some misunderstanding of just what the services do to control 
subcontracting. This is an involved and complex subject. A full dis- 
cussion would require considerable time; however, I believe a brief 
synopsis of our policies and procedures may be of benefit to the com- 
mittee. 

The phrase, “control of subcontracting,” itself hints at the under- 
lying dilemma that the services face in dealing with the problem. 
On one hand, the comment of many people who think of the buyer- 
seller relationship in terms of fixed price contracts is, “If we give a 
contractor a job to do, why can’t we let him manage all the aspects 
of the job, including selection and control of subcontractors?” 

And that is pretty much our policy where firm fixed-price contracts 
are involved. Many people would have us apply that philosophy to 
all procurements, regardless of the kinds of contracts involved. 

On the other hand, the question constantly before us is, “How do 
we make sure that the billions of defense dollars being spent by prime 
contractors under cost-reimbursement, incentive, and redeterminable 
contracts are being spent wisely ?” 
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This question points up that we do have a basic responsibility to 
establish essential controls over subcontracting to insure that those 
tax moneys are being managed in the national interest. 

The real questions, then, are “How much control?” and “When?” 

The answers are affected by such factors as: the nature and size of 
the contract, and the proposed subcontracts; the nature of the end 
item and the items to be subcontracted ; the development status of the 
products; previous experience with the prime and proposed sub- 
contractors; the availability of capacity in industry, including small 
business; the requirements for capital expansion by industry or the 
Government; and the effectiveness of the prime contractor’s pur- 
chasing; accounting ; quality control; and production systems. 

With this many variables, it is apparent that we should have a wide 
spectrum of subcontract controls-—which we do. At one end of the 
spectrum, under firm fixed-price contracts, our problems are negligible. 
At the other end of the spectrum, on certain major procurements in- 
volving cost-reimbursement, incentive, or redeterminable prime con- 
tracts, we get into detailed technical, cost, and management analysis 
of the proposed subcontractors. 

Since the discussions on subcontracting during these hearings are 
concerned primarily with weapons system procurements, I will briefly 
outline the subcontract control policies and procedures which the serv- 
ices follow in those cases. Since I am directly concerned with Air 
Force procurement, I will use Air Force illustrations, but basic policies 
are the same in each service. 

First, as a part of his proposal for a major procurement, a prospec- 
tive prime contractor is required to submit what is known as a make-or- 
buy structure. 

This is essentially an outline of his overall manufacturing plan, 
describing which of the major or critical components, assemblies, 
and subsystems he proposes to manufacture in plant and those which 
he intends to place with subcontractors. 

We want to establish what this make-or-buy structure will be before 
a contract is let, because of its obvious impact on the overall cost, 
quality, and delivery of the product, and on the requirement for Gov- 
ernment-furnished industrial facilities. 

In addition, we want to know if existing capabilities, including 
small business, will be used to the maximum feasible extent, and 
that the prospective prime is not planning to use this contract as a 
means of expanding into new areas of production where adequate 
subcontracting capacity exists. 

The proposed make-or-buy structure is subject to negotiation, and 
when agreed to, is attached as an exhibit to the contract. The con- 
tractor may make changes in the structure, but he must advise us in 
advance of his intentions, which gives us an opportunity to assess 
the change and object, if occasion warrants. 

The next step after the make-or-buy structure has been established 
and the prime contractor has made an initial selection of his support- 
ing subs, is a review of that subcontract structure. We try to do 
this as early in the life of the prime contract as possible. 

When the prime contract involves large pdiieohitracts avis of 
which may, themselves be cost reimbursable, incentive, or redetermi- 
nable—a detailed examination of the prime contractor’s source selec- 
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a neering; pricing, and surveillance procedures is cop. 
ucted. 

At the Aeronautical Systems Center of the Air Materiel Command, 
for example, where a large number of Air Force weapon systems are 
procured, this is done by a Subcontract Review Panel, composed of 
some of our most experienced procurement people. 

In addition to this examination of the prime’s procedures, the pro- 

d subcontractors are evaluated on the ome of their technical, pro- 
uction, and management capability, the degree and kind of com- 
petition which was obtained in their selection, any interdivisiona] or 
intercompany associations, adequacy of cost information, the pro- 
duction and test facilities required, efforts to include small business, 
and types and terms of subcontracts. In general the review criteria 
are substantially the same as would be used for a comparable prime 
contract by the Air Force. 

In some instances we may direct a prime contractor to place a sub- 
contract for a critical subsystem with a particular company. Thisis 
usually done only when the subsystem has been selected as a result 
of a separate design competition, or has been developed on an Air 
Force contract, but has not reached the stage of design stability which 
would warrant its being purchased directly by the Air Force and 
furnished to the weapon system contractor. 

A current example is the fire control system for the F-108. De- 
velopment and production of this system was awarded to the Hughes 
Aircraft Co. after a design competition, in anticipation of the F-108 
program, but its incorporation in the aircraft will require extensive 
coordination between Masten and North American, the prime con- 
tractor. 

Finally, after the subcontract structure has been approved by the 
buying activity there is a further Air Force check on the subcontract 
itself. 

Prior to placement of a cost-reimbursement, incentive, or determi- 
nable subcontract or a fixed-price subcontract over a specified amount 
the contractor must submit it to the administrative contracting officer 
for review and approval. 

Depending upon the extent of previous examinations, the nature 
and size of the prime and subcontract, the nature of the item, and the 
adequacy of the contractor’s purchasing system, this review my cover 
pricing, delivery, and contract terms, and may involve the full re- 
sources of the Air Force plant representative office or air procure- 
ment district, including cost analysts, production specialists, indus- 
trial resources personnel, quality control personnel, and auditors. 

When the administrative contracting cer knows from experience 
and periodic detailed inspection that a contractor’s purchasing system 
measures up to sound industrial standards and Air Force require- 
ments, he may rely upon that system in preference to checking routine 
fixed-price subcontracts of relatively small dollar volume. 

This is the essence of our procedures for control of subcontracting. 
They have evolved over a long period of trial and error and are still 
being developed. Our policy is to try to give the contractor the 
maximum possible responsibility and freedom of action consistent with 
our final responsibility for procurement of an effective weapon system 
and management of tax dollars. 
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Senator TuHurmMonb. That completes your statement ? 

General THurRMAN. That completes my statement; yes, sir. 

Senator THurRMoND. General, your statement indicates that weapon 
systems are being procured today under a variety of circumstances. 
Presumably such procurement is through a single prime contractor 
q series of prime contracts. From the viewpoint of the Department 
of Defense, is there anything unsatisfactory about existing law for 
this purpose # 

General THurmMaNn. No,sir. I would say that there is nothing com- 
pletely unsatisfactory about existing law. , 

Senator THurMonD. Well, is it unsatisfactory at all? 

General THurMaAN. I have a little difficulty answering that question, 
Mr. Chairman. My answer is “No.” Perhaps I should not have 
qualified it. ‘ 

But we labor under a lot of public misunderstandings that would be 
diminated if the law were clarified in such a way as to make it per- 
fectly clear that all of the things that we use are not only legal but 
inaccordance with the policies of the Congress. 

Senator THurMonp. The General Accounting Office report on S. 500 
mentions the importance of maintaining competition through the de- 
sign, research, and development stages, and points out that unless 
competition is retained in these stages, that there is little likelihood 
of securing competition for production contracts. 

Do you concur in the thought that it is desirable to maintain com- 
petition through the design and development stages ! 

General THurMAN. If my memory serves me correctly, the General 
Accounting Office made that statement as an objection to the award 
of design and development of subsystems to a prime manufacturer. 
Ithink in general the statement is correct. 

On the other hand, there are some factors that must be considered 
in assessing the importance of the statement. Let me take an expen- 
sive and complex thing such as a bomb navigation system as an ex- 
ample. Whether competition in design and development of such a 
system is conducted by the services or is conducted by a prime under 
a subcontract arrangement, there comes a time in the development of 
the design and of the item itself where further development involves 
many things, but frequently involves two basic considerations. 

One of them is that it will involve a great deal of money, and in the 
case of bomb navigation systems, they do run into great sums of money. 
You also will frequently run into the situation where it is at that point 
being designed for a particular weapon system, and its further devel- 
opment shall be pointed in a particular direction. 

Where you reach that point where the direction is determined 
and tremendous sums of money are involved in further development, 
you sooner or later must decide that this is the path to use to arrive 
at where you are going. At that point in time, so far as direct com- 
petition is concerned, it usually is over. It not always is, but usually 
is. But I would like to point out that the same thing is true whether 
it be bought by the services or bought through a prime contractor 
under a subcontract arrangement. 

Senator Tuurmonp. Under the weapon system type of contracting 
there appears to be a danger that the capability to produce advanced 
Weapons will exist only in a few prime contractors. What are your 
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views on the danger of restricting possible sources of supply for ad. 
vanced weapons ? 

General THurman. Sir, I think the addendum that I just finished 
reading is in large measure an answer tothat. The other answer to; 
I think, is the actual diversity and variation of management tech. 
niques that we use. I think it is theoretically conceivable that if 
services made all of their awards on a single prime basis and attempted 
to exercise no control from that point on, some such thing as that might 
come to pass. 

I frankly can’t conceive of the services ever taking either of thoge 
two positions. . 

Senator TuHurmonp. You have also probably covered some of the 
next questions I will ask you, but I would like for you to elaborate 
a little more if you have. 

Under the weapon system type of procurement, what protection 
does the Government have against the prime contractors developin 
the capacity to produce all of the components itself instead of subcon- 
tracting to other companies, including small business ? 

General TuHurMan. Basically, that protection resides in the con- 
tractual provisions that give to the services the right to approve sub- 
contracts, and sometimes even more importantly, the question of the 
cost of facilities that are involved. 

Where you have a prime who wants to get into an area where he 
does not already have a capability, that almost invariably involves 
extensive additional facilities. Those facilities have got to come either 
from his own resources or from the Government’s resources, and as 
figures on the extent of Government facilities will indicate, they fre 
quently must come from Government resources. 

It is a wonderful implement to use to insure that that sort of thing 
does not happen. 

Senator THurmonp. General, what are some of the criteria in de- 
termining whether the Government should furnish components to a 
prime contractor instead of permitting the prime contractor to sub- 
contract for these components? 

General THurMAN. Well, again you can get into a variety of rea- 
sons, but I think basically that there are three, I would say. One of 
them is time. The second is standardization or lack thereof. Let 
me talk about those first two first, if I may. Where there is plenty of 
time in the development and production cycle, and you have got an 
item which can be used on several aircraft, and the third point, which 
is design configuration, is relatively frozen, it is cheaper for the Air 
Force or the Army or the Navy to buy, and it is better for the serv- 
ices to buy from the company who manufactures the system. 

They can consolidate their requirements, they can buy in larger 
quantities. They can control configuration better, so that we don’t 
get too much of the item being veered in the direction of one airplane 
versus another airplane. An engine is a good example of that. 

Where any of those considerations is not nailed down, you then 
have the question of whether it is not better to go through the prime 
where time can be perceptibly shortened to meet other phasing re 
quirements of the weapon system. Where the configuration is still 
so fluid that it must be tailored toward this particular weapons sys- 
tem; where the standardization aspects of it are such that for a va 
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rad. | riety of reasons it can’t be used on anything but this weapon system 
or will likely not be used, it usually is better to go to a prime, because 
ished | of his ability to weld the subsystem into his air vehicle. Roughly 
toi those are the criteria, As you can imagine, it is frequently a great 
tech. | deal of trouble, soul searching and various and other sundry things 
at if | todetermine in which direction to go. ' lien 
apted Senator TuHurmMonpb. There is at least a theoretical possibility that 
night | wder the weapon system type of procurement the Government could 
contract away to private enterprise the Government’s basic manage- 
those | ment responsibility. Would you give us your views on the likelihood 
of such action ? 
f the General TuurMaN. The military services have two kinds of respon- 
orate | sibilities to this country that they cannot abdicate, I think, even if 
they should want to. One of them is to actually conduct the defense 
ction | of this country. That can’t be passed on to a contractor by a contract 
oping | even if the services should want todo so. The other is to utilize and 


beon. | manage the dollars appropriated by the Congress to make it possible 
for the services to perform the first function. 

s CON: Now the services are responsive under our system of Government to 

esub-. | the Congress, and no contract that they could make with private in- 


of the | dustry could change that, as I see it. We do hand to certain prime 

manufacturers in some instances a considerable degree of respon- 
are he | sibility to the military service for the work that they carry on under 
volves | their contracts. That responsibility is essentially a responsibility 
either and authority to deal with day-to-day situations, primarily on mat- 


nd as | ters of integration of the various things that go into weapon systems. 
y fre | But on the important things, on a contract, such as the delivery 


shedule, for example, whether this engine will be used or that engine 
thing will be used, whether the airplane will be capable of going to a given 
altitude at a given speed and other things of that sort, the services 
in dee | doand must retain not only final responsibility but authority as well. 
s toa They do so. So to attempt to sum it up, I would answer your ques- 


o sub. | tion by saying that in my opinion the services could not do that if 
| they wanted to. In the second place, the delegation of authority that 
»f rea- | has been given to industry by the services are on things that are nec- 
Yneof | essary for integration, with the critical decisions reserved to the serv- 
Let | ices themselves. 
nty of Senator THurMonp. Senator Saltonstall ? 
got an Senator Satronstatu. Mr. Chairman, I thank you. I have just 
which | comein from another meeting which I told you about, and I apologize 
he Air | for being late. I would prefer to ask Senator Cannon if he would 
e serv- | proceed and then perhaps I will have a few questions. 


nator Cannon. General, is there any protection in the proposed 
larger legislation for companies that are larger than small business but not 
> dont | large as the big corporations? In other words, some that are just 
rplane | over the borderline of the 500 personnel definition of small business? 
at. General Tuurman. No, sir. I don’t think there is any protection 
u then | mMthe law. I think that by the way in which we insist that com- 
prime petition shall be conducted, they have an opportunity to compete. 
ing Te- Idon’t know if it would measure up to—you used the term protection, 
is still | but I think the law does not provide it as such. 

ns sys Senator Cannon. What I am thinking about is the policy that 
rava- | lMsofar as possible small business should have the opportunity to 
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participate in these contracts. Now when we define small busines 
as being a business of less than 500 employees, then do we antp. 
matically say that ne above that is big business and it jg 
thrown open for grabs equally among all of those people above the 
definition of small business? 

General TuHurman. I think that necessarily follows. 

Commander Matxoy. Senator, just to elaborate slightly on that 
point, we, of course, do have a firm program of providing an oppor. 
tunity to compete for these subcontracts to smal business concerns, 

This of course does not indicate that we deny this opportunity to 
compete to those that don’t qualify under the definition. of smal} 
business. 

Our primary motivation is to secure the material for the Govern. 
ment at the best possible price at the right time and in the requisite 
quality and so on. 

And hence with that type of motivation, we do provide to any 
qualified concern the opportunity to compete for this business, ~ 

Senator Cannon. General, in your supplemental statement, par. 
ticularly on page 4, you define how the subcontracts were reviewed 
and were apparently controlled by the board that you have set up. 


Let me ask you this: Is it a legal type of control that you have on | 


them? Do you say to the prime contractor “This is what we want 
you to do and if you don’t do it you don’t get the contract.” 

Just how is the control exercised ? 

General THurMAN. It is a legal type of control in this sense that 
subcontracts over a specified amount—which is normally $25,000 go 


in these you are always above that—must have the approval of Air | 


Force representatives in order for them to collect for their expendi- 
tures under the subcontract. 

Now as a practical matter, what we attempt to do is to give the 
prime contractor a great deal of latitude in determining who his 
subcontractors will be consistent with the basic objectives of com 
petition and quality of design, price, and other things, and we review 
his choice. 

So to answer your question, I think it is a legal review, because 
of the requirement of the contract that the subcontract be approved 
by Air Force personnel. 

Senator Cannon. But in your guidelines you must approve any 
subcontractor that has been approved for your list of authorized 
subcontracts, mustn’t you? 

_General Tuurman. I am afraid I don’t understand your question, 
sir. 

Senator Cannon. Don’t you have a list of subcontractors that you 
haveapproved? You had anestablished list. 

General THurMaN. As such? 

Senator Cannon. In various fields. 

General THurman. You mean a list of approved subcontractors! 

Senator Cannon. Yes. 

General TuurmMaAn. No, sir. 

Senator Cannon. You do not have that? 

General THourman. No, sir. 


Senator Cannon. You establish that at the time for the particular 


contract ? 
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General TuurMAN. Particular requirements; yes, sir. I did not 
seo yOUr point before. I think I do now, Mr. Cannon. Let me use 
acase in point. The recent development of the subcontract structure 
for the F-108 and B-70 have been conducted concurrently. North 
American prepared a very detailed statement of the procedures that 
they were going to use in the selection of subcontractors. They came 
to the Air Force and asked for our comments on these procedures. I 
might say they roughly paralleled the same procedures that we use to 
secure competition and technical excellence. 

We bought off on those procedures. They Supiped those procedures 
and got widespread competition. I am talking about design primarily 
although other factors including cost estimates entered. into it, and 
then they came to the Air Force and said “This is our selection based 
on these procedures to award this particular subsystem.” 

Our people look over it, applying really the same criteria that they 
use, because they have copied very closely our own, and either bought 
off on it or did not. 

Senator Cannon. And was that a part of the overall cost and de- 
sign proposal that North American made to the services, or is it two, 
« that we are talking about two separate things. 

General THurMAN. It is essentially two separate things. When a 
prime comes in with a proposal, he must describe many of the sub- 
systems that he intends to use. The type of subsystem may have an 
effect on what segment of industry will be involved, and to that extent 
they are the same. 

But they are not one and the same procedure. One usually follows 
the other. Now, in less complex situations, they frequently are done 
at the same time, but not in complex situations of this sort. 

Senator Cannon. Now in this particular one, does the prime con- 
tractor, North American, manage the entire project now, the B-70 and 
the F-108 projects, or does the Air Force exercise the supervision 
and control over the various subcontracts ? 

General THurmMan. They manage the project within the limits set 
down by the Air Force and subject to the controls that the Air Force 
maintains. The overriding authority always resides in the Air Force. 

Senator Cannon. Do they even go so far as to pay the subcontrac- 
tor? In other words, do they Tinks the payment for the Air Force 
or does the Air Force pay the subcontractors directly ? 

General THURMAN. The Air Force pays North American and North 
American pays the subcontractor. 

Senator Cannon. This may have been called for in Senator Sten- 
nis’ question, but if it isn’t, would you submit for the record what per- 
centage of the dollars spent on your defense contracts now go to 
single prime contractors ? 

eneral THurMAN. Sir, I can tell you that approximately for the 
Air Force, because we checked into it a short time ago. It is about 16 
percent of our 1959 procurement. 

Senator Cannon. About 16 percent? 

General TourMANn. Yes, sir. 

Senator SauTONSTALL. Sixteen percent goes into small contracts? 

General Tuurman. No, sir; it goes into single prime procurement. 
That was your question, was it not? 

Senator Cannon. That is correct. 
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General Tuurman. We will get that for the Depart 
and submit it. , or the Department of Defense 


(In response to the above request, the following state 
sequently submitted :) : g ment was sub- 


SINGLE PRIME CONTRACTORS 


Neither the Army nor Navy has contracts comparable to those 
by the Air Force with “single prime contractors.” Accordingly, seonter ee 
non’s question “What percentage of the dollars spent on your defense ¢op- 
tracts now go to single prime contractors?” is not pertinent to the procurement 
of weapons under the weapon system technique as presently employed by those 


two Departments. 

Senator Cannon. Now in this small business allocation. do you 
take a look at a situation which I understand exists in a few instances 
where a large prime contractor may divide up and form two or three 
subsidiary companies that qualify under the definition of small busi- 
ness and come in to bid on these systems ? 

General THurman. Let me try to answer it this way. I find it q 
little difficult to answer because the services don’t determine what is 
a small business. The Small Business Administration does. But one 
of the things that we look at very carefully, in all of our surveillance 
of our administration of our prime contracts, is intercompany and 
interdivisional relationships. 

Now we do that to insure that dealings are at arm’s length. 

We could not and I think would not attempt to prevent a compan 
accomplishing something of that sort if it complied with the Small 
Business Administration criteria. We would take a very close look 
at it from the standpoint whether it is an arm’s length transaction. 

Commander Mattoy. Senator, I think maybe this will help clarify 
it. A company which has established subsidiary companies, thereby 
has an affiliate relationship one with the other. This type of company 
would not qualify as a small business concern under our standard 
definition of a small business concern. The small business must be 
independently owned and operated in order to qualify. 

General THurman. That is why I said that it is determined by 
SBA, and I share the feeling of Commander Malloy that the pos- 
sibility of that happening is rather remote. But I would not want to 
say it is not present, because they determine it and we don't. 

Senator Cannon. Do you believe that the Army and Navy system 
which may design and develop an item gives a better chance for a 
small corporation to bid on the work, and in that they do not have to 
have the research, design, and development people to put them in a 
position to submit an offer? 

General Tuurman. Do I believe that the Army system gives 4 
small business the better opportunity to bid? 

Senator Cannon. Yes. 

General THurMAN. No, sir; I do not. 

Senator Cannon. By reason of the design and development being 
an in-house operation ? 

General Tuurman. No, sir; I do not. I don’t mean by that that 
I am critical of the others. Please understand that. : 

I don’t think it gives this particular thing a better Spporwnes. 

Senator Cannon. In your example here you were talking about the 
F-108. You mentioned in your addendum that the development pro- 
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duction of one of the systems was awarded to Hughes Aircraft Co. 
after a design competition. Was that a design competition for that 
particular part of the system conducted independently or was that 
condueted through the prime contractor, the North American ? 

General THurMAN. It was conducted independently. It came 
about this way. We are always, of course, looking to the next gen- 
eration of weapons. Historically, the airframe in the airplane busi- 
ness has been the pacing item. That has been true until very recently, 
and it has become true in very recent years that the electronics are the 
pacing items and not the airframes. Therefore, in some areas we 
have gone out to start development of a fire control system, for ex- 
ample, for the next generation of airplane when the criteria and the 
basic requirements for that particular airplane have not yet been laid 
down. 

Now that is what happened in this case. A design competition was 
conducted to build a fire control system for an advanced interceptor. 

This was conducted by the Air Force. Hughes won that award 
and began the development, the basic development of a fire control 
system toward an advanced interceptor. When we got to the place 
of laying down the general operational requirement for the particu- 
lar airplane, which subsequently became the 108, and awarded the 108 
to the North American Aircraft Co., we told North American to 
make their subcontract with Hughes in order that what had thereto- 
fore been an effort directed toward an airplane could now be directed 
toward this particular airplane. 

Senator Cannon. Now in this design competition for parts of a 
weapon system such as you have just described, do the services sub- 
sidize any part of this competition or must the individuals bidding 
on it, the industries bidding on it, then carry their own expense of 
design and presentation ? 

General THurmaN. Yes, they carry their own expense of design 
and presentation. But let me say this: That any business, whether 
it be in the defense business or otherwise, has expenses of this sort 
which they must be able to handle in order to stay in business, 
whether it is paid out of profit or what have you? 

In the case of television sets, such things are put into an overhead ac- 
count. They are a part of the expense of doing business. You can 
look at it in such a situation where things are sold on a straight fixed- 
price basis. You can say it is either a part of the cost of producing or 
itis taken out of profit. It is immaterial where you are selling on that 
kind of basis. Where you are selling on another kind of basis, which 
ls not straight fixed price, overhead, which includes worlds of items, 
amortization of facilities, for example, and indirect costs of various 
kinds that have to be prorated and allocated, expenses of this sort, are 
carried by businesses generally in an overhead account which is allo- 
cated over all of their business. 

Now if at the time of making a proposal to the Air Force, the com- 
pany has other Air Force business, this type of expense has gone into 
the setting of the overhead rate. If they are selling commercially it 
is @ part of the overhead rate. So specifically the answer is “No.” 

In general terms it is a pee of a legitimate business expense that 
does get into overhead, and how you prorate and allocate that overhead 
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depends on how much business you have done and how much you cay 
get in the future. 

A company that consistently spends large sums in bidding on ¢op- 
tracts and does not get them does not stay in business very long to haye 
any overhead to allocate. 

Senator Cannon. I have no more questions, Mr. Chairman. 

Senator Taurmonp. Senator Saltonstall ? 


Senator SatronsratL. Mr. Chairman, I appreciate the opportunity | 


to ask a few questions which I think General Thurman has discussed 
not in my office but with members of my staff or one of my assistants 
from time to time. 

I also apologize for being late but I had my regular weekly White 
House meeting and I couldn’t come any earlier. 

General, may I ask this question: How do you now get competition 
in the procurement contracts ? 

Mr. Chairman, if any of these questions which I ask are already in 
the record, please inform me. 

Senator THurmonp. That’s all right. You go right ahead and ask 
~~ questions. 

; enator SaLToNnstau. I don’t want to duplicate and to take up a lot 

of time. 

How do you now get competition in the procurement contracts? 

re TuurMaN. Sir, that is almost like asking how deep is 
well. 

Senator SatronsTaLu. How deep is a well? 

General THurmMan. How deep isa well? 

Senator Satronstatu. I know how deep my well is. It cost mea 
lot of money. 

General TuHurman. Let me take some extremes if I may, to shorten 


my answer. Where we are buying standard items that are relatively | 


off the shelf we maintain lists of bidders—— / 
Senator Satronstraty. Excuse me, sir, I meant in negotiated pro 
curement contracts rather than standardized items. 


General Tuurman. Let me confine my answer to very large systems 
then. Our main device in the Air Force for securing competition in | 


these weapon systems is a procedure that is known as a source selection 
board procedure. Over the years we have developed knowledge of 
the capabilities of the people in the industries that are involved, and 
have extensive lists of those people. 


When we are going to go out on a new aircraft or a new missile, | 


such as the Minuteman in the case of a missile or the B-70 in the case 
of an aircraft, we go through all of the people who have done work 
in this area, and take those people who have indicated a capability and 
an interest in this type of area. 

We then go out to them and give them the general performane 
characteristics of the system that we are after, and ask them to come 
in and make to us a proposal of their management techniques, their 
technical approaches, their cost estimates, their ways of doing busi 
ness and everything that is involved in creating this thing im the 
future which does not presently exist. 

The number varies, the initial number. It can very anywhere from 
a half dozen to 30 in these very large systems. It usually runs closer 
to a dozen I would say. 
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Some of the companies respond, some of them don’t. We normally 
at least a half dozen or better on all of these large systems. We 
ye set up a board which is composed of a general officer of the Air 
Research and Development Command, who is the chairman of the 
board, a general officer from the Air Materiel Command and a gen- 
eral officer from the using command. In the case of the B—70 it would 
be SAC that would be using command. These proposals are made in 
avery great deal of detail in all of the aspects that go into the crea- 
tion and management of the weapons systems. 

They are reviewed by panels of this board. The board comes to a 
final conclusion, a final recommendation and makes its recommenda- 
tion to each of the three major commands represented, the Air Ma- 
teriel Command, the Air Research and Development Command and 
the using command. Those three commanders then make their re- 
spective representations and their recommendations and so on to the 
Air Force Council and to the Chief of Staff and to the Secretary, 
and that is how the award is accomplished. But that is how we get 
competition and carry it through. 

Senator SatronstTaLut. How much is price figured in the final deter- 
mination as op to quality, speed and the other requirements of 
getting the work out, cutting down of leadtime, et cetera ? 

That again is how deep is the well, isn’t it ? 

General THurMan. Sir, I am afraid so, but I think I can give you 
a couple of illustrations, if I may. Let’s take the case of the Dyna- 
soar, which is a technical advance that is way, way out. Price had 
relatively little to do with that because we were talking in terms of 
estimates. 

The expense of the contractor to run a cost reimbursement type 
operation had a lot to do with it, but price as such did not. 

Let me take the L-27, which was basically an off-the-shelf type of 
thing that was developed by the various companies at their own 
expense. 

hat was almost entirely a matter of price within the limits of the 
uirements that we had laid down. 
iileator Sa.ronstTauu. In other words, from your point of view, in 
these negotiated procurement contracts you take all the factors into 
consideration and then do what you think is for the best of the service 
ingetting that new instrument as soon as you can. 

General Taurman. That iscorrect, sir. 

Senator SauroNnstauu. Now, how is standardization then obtained ? 
I know what you say on page 10 of your statement in the second 
paragraph. Assume that you have got this negotiated procurement 
that is going ahead, and we will say the instrument or the airplane 
becomes pretty much standardized. Who determines when it is stand- 
ardized so that it can be put out for formal bidding to any other 
company if they want to take it, or does it always stay in the company 
through whom the first negotiation was made? 

General Tuurman. This is an area, Mr. Saltonstall, where the 
Department of Defense is making a very serious effort, in order to 
apply it to all three services. 

Would you like to talk about that, Commander Malloy, and then 
I will take it in specific context of a weapons system. 

Commander Maxxoy. Senator, there are two answers I think to your 
question. One has to do with our whole standardization program 
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whereby we are endeavoring to standardize on all things within the 
Department of Defense that we can, such as electronics applications, 
fasteners, various subcomponents and whatnot, so that these thi f bi 
these standardized components which have had a sufficiently long lifg $ 
to assure us of the stability of the design and the reliability of the | ) 
equipment, can then be prescribed for use as building blocks in the | po 
development of new weapons. 

This is a very active program that has been going on within th | ~ ¢ 
Department for a great number of years. We are devoting a consid. 


erable amount of attention right now to the application of this program , 
in connection with advanced weapons. ’ ki 

This program cannot really get off the ground until the weapons not 
themselves tend to stabilize. Some of these weapons are beginning and 
to stabilize in some particulars, and so this program is now moving men 
along. That is one facet of your question. men 

I think the other facet would have to do with end items rather than G 
components. is cl 

Senator SatronstatL. That was my next question. Go ahead. a S] 

Commander Matxoy. The facet here then is at what point can we con 
determine that a particular end item, which started off as a very it i 
particular and peculiar item associated with a particular manufac | jg) 
turer, can be opened up to competition across the board, which I believe ticu 
is your question. 

Senator Satronsta.u. Then isn’t there another facet, if you will, ¢ 
of that question? When a part of that end item can be secured by | tra 
formal advertising, is that done now, and how is that done? laic 

Commander Matuoy. Yes, sir. With respect to the various com- ) 
ponents of the end item, we use a technique which we sometimes refer stat 
to as a breakout technique. Under this technique we would endeavor in¢ 
to take these units which are incorporated into the end product and be] 
draw them back or break them out from the original contractorso | 4 
as to obtain widespread competition, either through competitive nego | pid 
tiation or by formal advertising, depending on the situation. ; nu 

Now there are many examples of that, and as our new and advanced , 
weapons become more stabilized, there will be more and more. The adi 
Army, for example, just to give an illustration, in its Nike-Hercules abc 


a. with respect to the portion of that program being handled thi 
y the Western Electric Co., has been able to withdraw or break cor 
out about 23 percent of the money under that program. And the by 
kinds of things that have been broken out are launchers, electric gen- Ss 
erators, batteries, compressors, motors, and things of that kind. Now tio 
we are unable to break these things out until they have been welded 
into the complete system, and until these things which sound like No 
standard items are * age in their new environment in a particular Fo 


weapons system. Now once this is done, once we have been able to op 
get reliability of the entire system, we are then able to break these ab 
things out and they are handled on a competitive basis. if 


Senator SauronsTaLL. What you say now, Commander Malloy and | 
General Thurman, is that this is in the process of being programed sy 
and planned and that you hope to have in the DOD some system, some sa 


universal system, for doing this or some universal plan for doing yo 
this. 
Commander Matuoyr. Well, sir, this is true with respect to our it 


whole standardization program for advanced weapons. The break- | us 
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out program has been in effect for some time, and I think that as the 
weapons themselves tend to stabilize, we will have a greater incidence 
breakout. 
laater SatronsTaLtt. Who makes the drawings of this end item 
or of this part of an end item which you can put out for advertising? 
Do the contractors make those drawings or does the DOD or Air 
Force or who? 
Commander Matxuoy. Generally, Senator, for items which are of a 
developmental character, the drawings have to be provided by the 
rime contractor, because when we enter into those programs, we are 
asking the contractor to develop the item for us, and hence we do 
not have the drawings. So the contractor does develop the drawings 
and we have contractual provisions in all of our research and develop- 
ment contracts so that these drawings are obtained by the Govern- 
ment. 

General THuRMAN. Let me make a a there if I may, sir. That 
is correct, but the point I want to make is that our contract contains 
a specification on re I can use that term. We tell the 
contractor how he will make these drawings, and we attempt to do 
it in such a way that they will be drawn in such a way that they can 
be used for competitive purposes without being slanted toward a par- 
ticular process. 

Senator SatronsTay. In other words, the Air Force keeps control. 

General THurmaAn. Yes, sir. The physical work is done by the con- 
tractor. It is done in accordance with the specifications that we have 
laid down. 

Now if I may, may I refer back to a point that I made in my formal 
statement, Senator. I said that the fact that something was bought 
inone way during development did not necessarily mean that it would 
be bought that way during the production phase. 

The points that you made of pulling things out for competitive 
bidding fall well within this spectrum. We have got a tremendous 
number of things of course involving a weapons system. 

You will never be able to advertise or it would not make sense to 
advertise a ballistic missile. On the other hand, you are talking 
about ground support equipment, you are talking about tools and 
things of this sort. And when you progress to the point where your 
configuration is firm and you have got an item that can be bid on 
by a lot of people, then we change our method of procurement. 

Senator Satronstatu. Mr. Chairman, I will ask just two more ques- 
tions. I don’t want to take too much time. 

General, there is the so-called arsenal system and the weapon system. 
Now the weapon system is used, as I understand it, more by the Air 
Force. The arsenal system is used more by the Army. In your 
opinion would this bill, S. 500, and that is. the bill that I know most 
about, would that place any obstacles in the way of the arsenal system 
if it was enacted into law? 

General TrrurMAN. Sir, let me answer that in this way. Weapon 
system management is a method of management. It does not neces- 
sarily have anything to do with the way you actually get delivery of 
your hardware. 

_ The Army uses weapon system management and we do also. Now 
it 1s correct that the Army in the development of its management does 
use arsenals sometimes to produce the items that they need. 
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The Air Force does not. 

Senator SauTronsTaALu. I understand it does most. of the time Up to 
the production stage. 

General Tuurman. I couldn’t say proportionately, sir, I just don’ 
know, but I would like to point out that I can’t answer your question 
because the Air Force has never had arsenals, and we have used the 
industry development method of arriving at these goals, and we hays 


not used the arsenals. I’m sorry, I personally can’t answer your | 


question because I have never had any experience with it. 

Senator Satronstaty. Mr. Chairman, might I bring out this point, 
Isn’t it about true, General, from reading very quickly your state. 
ment and from what you have said and from what Commander Mallo 
has said, that what the services are now doing to a great, extent js 
what we want to try to encompass by legislative guidelines; and 
we want to try to improve through legislative guidelines the systems 
that you now have in operation through executive direction ? 

General TuHurman. Yes, sir, but I would like to reiterate what J 
have said in my opening statement. That this single prime procur- 
ment is one of a number of successful devices. 

We believe in this. We use it on occasion, where we think it fits, 
But we would not feel that it would be in the national interest for 


any of the services to be confined to one particular method of pm. | 


curement, notwithstanding the fact that it is a good one. 


Senator Sautronstauu. This bill wouldn’t confine it to one partieu- 


lar method. 

General THurman. No, sir. We recognize that it does not do s0, 
but it puts a good deal of emphasis on the one, and we have found as 
a matter of experience that where there is emphasis put in legislation, 
— departure from that is considered to be not quite as good as that 
which is 





Senator Sautonstauu. If there is emphasis on the weapon system | 
so that we may in the long run cut down leadtime and lead to more | 


efficient and quicker procurement, that is emphasis that we all want. 
That is a goal toward which we are all striving. 

General Tourman. Yes, and we vary our approach, depending on 
which avenue in our judgment will give us those results. 

Senator Satronstaut. You criticized the use of the name “opera- 
tional” versus “weapons.” It is our idea in putting in the word 
“operational” to include systems, which are not weapons and to accom- 
modate the procurement of space vehicles that might not have any- 
thing to do with weapons. There you come into the question of Dr. 
Glennan’s department, the National Aeronautics and Space Admin- 
istration, versus the Assistant Secretary of Defense, Dr. York. Why 
isn’t the word “operational” better and more inclusive ? 

General THurMAN. Sir, I wouldn’t be competent to speak from the 
standpoint of such things as NASA, if that got into it. But I think 
if my memory serves me correctly that the stated reason in the Depart- 
ment of Defense report here was that weapon system management, 
weapon system concept, and so forth have come to be well acce 
terms and well understood. And since they seem to be substantially 
the same we felt that it would be better to use terminology which was 
already understood instead of introducing new terminology. 

Beyond that, I don’t think that the Department of Defense has 
a substantial position on that. 
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Senator SauronstatL. Mr. Chairman, I am informed that there may 
be an Army representative present. if there is, would he be willing 
to answer the question, or would the chairman prefer to have that 
comein ata latertime? Iam notsure. 

General TuurmaNn. General McMorrow is here. 

Senator SALTONSTALL. May I have your name, General ? 

General McMorrow. I am Gen. F. J. McMorrow, Director of Pro- 
curement, Office of the Deputy Chief of Staff for Logistics, Depart- 
ment of Army. ‘ innit 

Senator SatronsTatL. Has the Army studied this bill, S. 5004 

General McMorrow. Yes,sir. _ - jgTOrtt 

Senator Sattonstatu. Does it in any way in your opinion inter- 
fere or does it help the arsenal system or the method of research and 
development that the Army now uses? 

General McMorrow. No, sir, it does not interfere with the arsenal 
system. We share the views of the Department of Defense that there 
appears to be some undue emphasis on the advocation of one method 
F management. But beyond that there is no interference with the 
arsenal system or the Army method of development or procurement. 

Senator SauronstaLLt. Thank you, Mr. Chairman. I would not 
want to proceed any further now under your suggestion. 

Senator THurmonp. Thank you, General. Do you have any other 
questions ? 

Senator Sattonstauu. No, not at the present time, 

Senator THurmMonp. Senator Cannon ? 

Senator Cannon. I have no further questions. 

Senator THurmonp. General, I want to ask you this. Since the 
advent of nuclear weapons, atomic bombs and hydrogen bombs, the 
matter of dispersal has become a very important one, hasn’t it, dispers- 
ing industries so that if we did have an attack, our country would not 
be seriously crippled if one section of the country was hit and other 
portions not hit? Do you agree to that? 

General THurman. That has been a serious consideration of many 

le. 
Nebator TxHurmMonp. I want to know what steps have been taken 
by the Defense Department to see that our industrial potential will 
not be destroyed in the event that a nuclear attack should come? 

General THurMAN. I would like to provide a detailed answer to that, 
sir, for the record if I may and give you now a general answer. 

Senator THurmonp, If you will do that, I would like to know in 
the last 10 years just what steps the Defense Department has taken 
as 4 precaution to see that our country is not knocked out, to see that 
we are able to retaliate in the event we are struck first, which we 
probably will be under the policy of the United States not to commit 
an act of aggression and not to be the first to strike. 

General Tuurman. I will be glad to submit that, sir. 

Senator Tuurmonp. Now during World War II, I understood that 
85 percent of war industries were located between Boston and Balti- 
more, Certainly if such a condition existed today, it would be a 
tremendous hazard, or if such a condition exists on the west coast or 
any other section it would be a very dangerous hazard. 

I am interested in knowing whether the Defense Department has 
made plans and whether it is executing those plans to see that our 








216 MILITARY PROCUREMENT 


defense industries are dispersed so that we can carry on if any section 
or any several sections of the country should be attacked. 

Commander Mattoy. Senator, we will be glad to furnish that jp. 
formation for the record. It is the type of question that would hy 
better for us to supply for the record. At this point may I mere] 
mention that the basic policies on this subject for this country am 
developed by the Office of Civilian and Defense Mobilization, ang 
we will be glad to cover in our reply to you the basic policies promyl. 
gated by OCDM. 

General TuHurman. I think what the chairman is after is a good 
deal more than the basic policies involved. We will be glad to de go, 

Senator THurmonp. I am sure you can readily understand the 
gravity of the question I am now propounding. 

General TuHurman. I do, sir, and that plus the possible security 
aspects of it is why I prefer, if you will permit me to do so, to submit 
the answers for the record. 

(The following information was subsequently furnished :) 


INDUSTRIAL DISPERSAL 


This is in response to Senator Thurmond’s inquiry concerning industrial dis. 
persal and the steps the Department of Defense has taken in regard thereto. 
National policy on industrial dispersal is contained in Defense Mobilization 
Orders 1-19 and VII-7 issued by the Office of Defense Mobilization. The for- 
mer establishes criteria for dispersion and protective construction. The latter 
order sets up the policy for maintenance of the mobilization base in which inp- 
dustrial dispersal is specified as one of the measures for reducing industrial 
vulnerability. 
The Department of Defense has implemented the foregoing orders in a variety 
of programs. These are described in the following directives and instructions: 
DOD Directive No. 5220.3, Subject: Industrial Dispersion Policy. 
DOD Directive No. 5220.5, Subject : Industrial Dispersal. 
DOD Directive No. 5220.20, Subject: Department of Defense Industrial 
Defense Program. 


DOD Directive No. 5220.21, Subject: Department of Defense Industrial | 


Defense Program. 

DOD Directive No. 4275.2, Subject: Industrial Facilities Funded Fron 
Procurement and Production Appropriations. 

DOD Directive No. 3020.2, Subject: Policy for Protection of Petroleum 
Installations and Related Facilities. 

DOD Directive No. 3020.19, Subject: Program for Protection or Dispersal 
of Contract Commercial Petroleum Storage Facilities. 

DOD Directive No. 3005.3, Subject: Maintenance of Mobilization Base. 

DOD Directive No. 4005.13, Subject: Production Planning with Industry 
for National Emergency or Mobilization. 

DOD Directive No. 4200.10, Subject: Department of Defense Policy and 
Responsibility in the Rapid Tax Amortization Program. 

(Copies of the foregoing documents are printed at the end of this statement.) 

Our Armed Forces procurement regulations specify (sec. 3-101) that indus- 
trial dispersal will be considered as a factor in procurement awards. 

The Department of Defense participates with the Office of Civil and Defense 
Mobilization in the work of the National Damage Assessment Center. This in- 
volves continuous study of the potential vulnerability of both industrial and 
nonindustrial facilities to a variety of attack hypothetical patterns. 

The Department of Defense also participates with the Department of Com- 
merce in providing guidance and assistance to industry and other Government 
agencies on dispersal matters. Since April 1953, Defense has analysed the dis- 
persion adequacy of over 2,000 proposed new construction and relocation sites. 
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GENERAL COMMENTS 


The objectives of industrial dispersal are advanced but little with the dis- 
persal of direct defense contractors, unless component and materials producers 
and suppliers likewise are dispersed. We agree with the Office of Civil and 
Defense Mobilization that the incentives available for use by the Federal Gov- 
ernment are too limited to effect widespread industrial dispersal (see p. 43, 
Defense Production Act Progress Report No. 43, dated June 24, 1959). 

To be effective, the dispersal program must be adopted by industry itself. 
Dispersal cannot be accomplished as a short-term program without major dis- 
locations of the economy. Dispersal can be accomplished best by locating new 
investments in dispersed areas, so that as our industrial complex grows and 
expands, new growth will be better dispersed. This is a long-term program. 

A long-term program must include measures to counter the present trend to 
greater urbanization of our population. This factor also is cited in “Defense 
production Act Progress Report No. 43.” Industry will not disperse unless 
personnel are available in dispersed locations. Personnel will not disperse 
unless a Stable and attractive employment situation exists at dispersed site. 
It is not clear how the Federal Government can do much to solve this “chicken 
and egg” situation. 

Dispersal may never be sold to some of our extremely competitive industries. 
Competition may require them always to locate in the best relative position 
between their customers and the suppliers of materials. Dispersal could put 
them out of business. 

By itself, dispersal will provide only a partial solution to the problem of pro- 
tecting production from single-source manufacturers. If either the producer 
of a critical military end item or a major component supplier is unique in his 
field, production could be stopped by the loss of a single manufacturing or 
processing plant. Multiple sources of production as well as dispersal are 
required. 

Finally the long-range objectives of industrial dispersal must be viewed in 
light of the more immediate objective of our general war planning. On the 
assumption that a general war will involve a severely damaged U.S. industrial 
base, this objective is to provide prewar military readiness without major re- 
liance on postattack production. Measures such as dispersal and developing 
multiple sources of production will enhance our readiness position, but to what 
degree we can never readily determine. Our primary emphasis must be on 
having our most critical weapons and supplies on hand and available within 
the military supply system. 

























ll September 1951 


Number 5220.3 


Department of Defense Directive 
Washington 25, D.C. 


Title 200 SECURITY 


Subtitle 07 mopusrRiAL sECcuRITY 


5220.3 
Number Industrial Dispersion Policy 


1. The President's letter pramulgating the attached industrial 
dispersion policy is quoted below: 


THE WHITE HOUSE 
Washington 


August 10, 1952 
TO THE HEADS OF EXECUTIVE DEPARTMENTS AND AGENCIES 


There is hereby pramulgated, effective immediately, 
the attached Industrial Dispersion Policy which I have 
approved on the recamendation of the Chairman of the 
National Security Resources Board, the Director of the 
Office of Defense Mobilization, and the Chairman of the 
Munitions Board. 


This policy shall be adhered tc by all Departments 
and Agencies with respect to programs under their control. 


The Director of the Office of Defense Mobilization, 
in carrying out his task of directing, controlling, and 
coordinating all mobilization activities of the Executive 
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Branch of the Goverment, shall establish general stani- 
erds with respect to dispersal, which shall be followed 
in the granting of certificates of necessity, in the 
allocation of critical materials for construction pur- 
poses, and in the making of emergency loans growing cut 
of defense production. 


I shall look to the Chairman of the National Security 
Resources Board to keep me advised on the progress of this 
program. 


(Signed) Marry 8. Trman 


2. Particular reference is made to “measures” 2 ea 
policy statement which are of direct concern to the Department of 
Defense. 


Primary consideration to dispersal factors will be given ia 
slice facilities built by the Departments of the Aray, Bavy ani 
Air e- - guidance as Se a eae ent titled: 

“Is Your Plant a Target," dated Angust 1951, as published by the ESRB, 
copy attached, will be followed where applicable in the location of 
command and industrial installations of the military departments. 
Additional guidance will be sulmitted as subsequently eee a 
whibh is responsible for the establishment of general standards of 
dispersion as directed by the President. ‘This supersedes Munitions 
Board directive of 2k January 1949, subject: “Policy Guidance in the 
Location and Dispersal of New Construction,” as modified by Muniticas © 
Board directive dated 16 August 1950, same subject. 


4. Reference is made to Secretary of Defense memoranim, subject: 
“Broadening the Industrial Base of Procurement Programs," dated 18 
December 1950, which established the policy that contracts be spread 
across industry as widely as possible in order to accelerate the pro- 
curement program. For security reasons in the awarding of defense 
contracts, the above-referenced memorandum is modified by adding to 


the negotiated - xd Placement policies included therein the consideration of 
contract performance in facilities loca 8 ‘ 

5. Im addition, planning under the Department of Defense alloca- 
tion progrem shall be conincted so as to make the most practicable use 
of facilities located in dispersed sites. Guidance as discussed in 


paragraph 3 above, will be followed in determining sites that are con- 
sidered acceptably dispersed. 


FOR THE CHAIRMAN, MUNITIONS BOARD: 


For the Secretary of Defense: 
KpAaen,, 
K. BR. Kreps 
Col. USAF, Deputy Director C. W. MIDDLETON 
Executive Office of the Secretary Vice Chai for 


Inclosure - 1 Production & Requirements 
Imi. Disp. Policy Munitions Board 
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¥ POLICY ON INDUSTRIAL, DISPERSION 


fhe strength of our national defense and in fact our continued 
existence as a free nation depend largely upon our industrial capacity. 
She core of this capacity, so essential to our survival, lies within a 
relatively few densely built up centers. 


Since 1945, we have experienced a period of unprecedented industrial 
expansion, but, except for a few e:amples, there has been no pronounced 
trend away from thése conceutrations, Seme eighteen billions in new 
plants and equipment were spent annually during the past four years, 
largely in areas already highly industrialised, 


Although we are increasing our defense efforts, the danger of atomic 
attack grows and demands that new and more positive policies be put into 
effect to obtain added security for our industrial establishment without 
jeopardizing its productive efficiency. 


In September 1948, the Government, through the National Security 
Resources Board, issued a report, "National Security Factors in Industrial 
Lecation." The report stressed the fact that dense agglomerations of 
industrial plants were inviting targets fer the enemy and that plants 
separated in space would better survive an atemic attack, 


These general conclusions are as sound today as they were three 
years ago. On these first principles ef security our basic policy still 
mast rest, 


Since publication of this report, several factors have added to 
the urgency of the problem: 


1. The evidence that Russia had a successful atomic explesion. 


2. The predability that a strong enemy air attack could penetrate 
any defenses. 


3. The outbreak of hostilities in Asia as an indication of 
the semi-peace conditions under which we are living, 


Obviously, in the light of the above, what was, in 1948, a set 
ef desirable objectives, is today a subject ef major cencern and one 
vital to our national security. 


It is recognised that the major centers of industrial preductica 
have become highly integrated and that a part of their efficiency is 
dme to their concentration, A dispersion pelicy to be effective and 
realistic must not bedllewed to cripple the efficiency and productivity 
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ef our established industries, lest the remedy become worse than 
the i111, Our policy, therefore, must be directed mainly toward 
the dispersal of new and expanding industries, 


Sites which meet dispersion security standards can be found in 
local marketing areas adjacent to industrial or metropolitan districts 
in all sections of the country. 


Thus, this policy can be made to fit the economic and social 
pattern ef any part of the country. 





The fullest cooperation of industry, labor, and local and state 
governments, together with all of the measures which the Federal Govern. 
ment can take, will be needed to alleviate the present situation. 

With the necessary technical guidance as well as the positive induce- 
meats which we will give, mush can be accemplished. 


All Departments ani Agencies of the Government concerned with 
this preblem will be called upon in carrying out a coordinated policy 
leading to effective industrial dispersal within the concepts described 
above, 


fe this effect, the following measures will be taken: 


1. To the greatest extent practicable, certificates of necessity, 
allocations of critical materials for construction purposes, 
and emergency loans growing out of defense preduction will 
be confined to facilities which meet satisfactory standards 
of dispersal. 


2. Primary consideration to dispersal factors will be given 
im locating facilities built by the Federal Government, 


3. Defense contracts will be awarded, and planning under 
Departaent of Defense production allocation programs will 
be conducted in such a manner as to make maximum use of 

facilities located in dispersed sites. 
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November 17, 1955 
NUMBER 5220.5 








Department of Defense Directive 


SUBJECT Industrial Dispersal 


III. 


PURPOSE 


The purpose of this Directive is to prescribe Department 
of Defense policy with respect to Industrial Dispersal. 


DEFINITION 


"Dispersal", as used in this Directive, refers to the 
geographical distribution of vital defense production 
and development facilities to avoid the concentration 
of these facilities within target areas, so as to 
minimize the disruption of production and development 
in oase of enemy attack. 


POLICY 


Recognizing the obstacles to maximum dispersal, such as 
cost, social dislocation in existing areas of population, 
delay of vital defense production and development, the 
following oriteria should be carefully considered in 
seeking a practical solution to the problem of dispersal: 


1. When multiple sources for an item of materiel or 
development are practical, dispersal will be a key 
factor in selection of the additional sources. 
Wherever practicable, this principle will also be 
applied in the case of multiple sources for sub- 
contract worke 


2. Dispersai will be one of the prime considerations 
in the location of new facility construction, particu- 
larly when furnished at Government expense or with 
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Federal aids to construction. This may not neces- 
sarily apply to those new facilities which constitute 
a desirable, but relatively minor, adjunct to existing 
defense facilities. 


To avoid the excessive cost and the resulting social 
dislocation attendant on the abandonment of existing 
production facilities, all facilities in being will 
be maintained in use as required. Every effort will 
be made to require the use of existing facilities 
before new facilities are constructed. 


The urgenoy of dispersal should always be weighed 
against the urgency of the requirement for timely 


delivery of the vital product involved, 


Consistent with the above, the objective shall be 
to avoid the tendency towards over=-concentration 
of critical defense facilities in target areas. 


fy 





Deputy Secretary « efense 
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(a) DOD Directive 5220.20, "Department 
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Programs for Industrial Security an 
Defense", January 8, 1955 (cancelle 


(bo) DOD Instruction 5220.21, ed Force 
Defense Regulation", Jan . 5 





(c) Deputy Secretary of Defense 


memo re Transfer of Industria le f 
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B. The ASD (S&L) will likewise be responsible for maintenance 
of the Armed Forces Industrial Defense Regulation (AR 580. 
20, NAVEXOS=P-14h1 and AFR 76-13) which, as a regulation 
of the Department of Defense, is applicable to all actiyj. 
ties of the military departments and agencies in fields 
covered by this publication. 


CANCELLATION 

References (a) and (b) are canceled. 

EFFECTIVE DATE 

This directive is effective immediately since it reaffirms and 


continues the Industrial Defense Program of the Department of 
Defense already in force. 


Secretary of Defense 
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NUMBER 5220. 2) 
DATE July 18, 1956 


ASD(S&L) , 
Department of Defense Instruction 


Department of Defense Industrial Defense Program 


References: {a) DOD Directive 5220.20, "Department of Defense Industrial 


II. 


fil. 


IV. 


Defense Program", July 16,1956 


(ob) Armed Forces Industrial Defense Regulation (AR 580-20, 
NAVEXOS-P-1441, AFR 78<13), January 1955 


PURPOSE 


This Instruction implements Section II of reference (a) and authorizes 
the use of forms specified in Section III, below, in the survey and 
resurvey of vital industrial facilities and supporting resources in 
carrying out the procedures set forth in reference (b). 


ISSUANCE 


The Armed Forces Industrial Defense Regulation, (AR 580-20, NAVEXOS-P- 
U1, AFR 7813), reference (b) shall continue in effect as a regulation 
of the Departmert of Defense for use by all operating activities of the 
military departments in the field of industrial defense. All amendments 
to the regulation will be issued by the Assistant Secretary of Defense, 
(Supply and Logistics). 


SURVEY FORMS 


DD Form 395, "Industrial Defense Survey", and DD Form 395-1, "Industrial 
Defense Survey Check List", are authorized and prescribed for use by the 
Departments of the Army, the Navy and the Air Force in line with the 
provisions of reference (b). A copy of each form is attached. 


REPORTING REQUIREMENT 


One copy of each completed DD Form 395 and DD Form 395-1 will be furnished 
by each military department to OASD/S&L. Copies will be submitted, when 
approved by a military department headquarter reviewing official, in time 
to reach OASD/S&L not later than the fifteenth of the month following the 
month in which approved. Every effort will be made to maintain an even, 
expeditious flow of completed surveys. Report Control Symbol, DD-S&L(M)273 
has been assigned to this reporting requirement. 


IMPLEMENTATION 


The Secretaries of the Military Departments will direct all operating 
elements to conform to these new procedures as soon as received. Im- 
plementing procedures will be made a part of reference (b) within 
sixty days from the date hereof. 
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EFFECTIVE DATE 


Implementing procedures will be commenced immediately. The survey 
forms referred to in Section III above will become effective upon 


their receipt. 
R C Ss 
R. C. LANPHIER, . 


Deputy Assistant Secretary of Defense 


(Supply and Logistics 
2 Inclosures yee 7 


1. DD Form 395, “Industrial Defense Survey" 


2. DD Form 395-1, "Industrial Defense Survey 
Check List" 
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? DEPARTMENT OF DEFENSE 
IMOUSTRIAL DEFENSE SURVEY 
DATE OF | 
THIS SURVEY [INITIAL SURVEYPREVIO s sur-| 
ee 
“nse SECTION | - IDENT 
RPORATION 
} 
6. HAS A WRITTEN REF 
FSO, INDICATE AGEN 
é NAME AND TITLE 
i 
; 
| 
STATUS 
1. SUMMARY | [INADEQUATE 
A. ORGANIZATIONAL MEASURES a 
AL AREAS . 
2) INDUSTRIAL EFENSE PROGRAM 
3. MEASURES T PREVENT SASOTAGE 
(9) CONTROL F | 
C. PROTECTIVE MEASURES P 
PROTECTION 
2) CIVIL DEFENSE | 
0. MEASURES FOR PRODUCTION NTINUITY 
(1) MINIMIZING EFFECT AMAGE 
2) RESTORING PRO CTION 
E. MEASURES FOR PERSONNEL CONTINUITY | 
PAL REASONS F NONCOMPLIANCE 
DD. c:".395 one sr CONFIDENTIAL 
I MAY 86 
' 





INSTRUCTIONS £0 MILITARY DEPARTMENT REPRESENTATIVES PERFORMING THIS SURVEY 


This form is to be completed by a representative of 
the Military Department assigned industrial defense cog- 
nizance of this facility. Its purpose is: (1) to evaluate 
the facility’s safeguards against interruption of produc- 
tion or service and, (2) to provide management with rec 
ommendations for improving the facility’s industrial de 
fense status. To the extent possible, information re- 
quired on this form should be obtained as a result of ob- 


servation by survey personnel. 


GENERAL HEADING 

The census plant number should be obtained fron 
the manufacturer’s copy of his most recent Census of 
Manufactures, Establishment Report, or from the latest 
Annual Survey of Manufactures, Establishment Report, 
if one has been filed subsequent to the census report 
referred to above. The plant number is the nine digit 
number appearing at the right end of the last line of the 
stenciled address which is ir the upper right hand corner 
of the first pase of the form. A copy of this form fror 
which this number may be read is generally available at 
the facility. If not available, enter NA. 

Geographic coordinates will be expressed for both | 
latitude and longitude in degrees, minutes and seconds, 
to the nearest ten (10) seconds or better. The coordi | 
nates should refer to the approximate geographic center | 


of the facility. | 


SECTION I - IDENTIFICATION 
OF FACILITY SURVEYED 

The purpose of this section is to identify and show 
the location of the facility covered by this survey in line 
with its listing in the Department of Defense Key Facili- 
ties List (or Abridged Listing). Any identification or lo- 
cation shown in this section which is et variance with 
the listing shown in the Key Facilities List will be con- 
sidered as a basis for a recommendation to change the 
Key Facilities List listing. 
la, Enter the company or corporate name of the facility 
surveyed. 
1b. Enter the corporate division name, if any, of this 
facility. If none, show ‘‘NA’’. 
lc. Enter the specific designation of the facility survey- 
ed, if any, such as its common neme. For example 
*‘Riverside Plant’’; ‘‘The Tube Works’’; ‘Plant No. 7 
etc. 


” 


Show ‘‘NA”’ if not applicable. 
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2. Show the specific street address, town or city name, 
or other appropriate geographic location of the facility 
surveyed. If there is no street address, show location, 
**South side of US Route 6, 1.4 miles north of 
intersection of US 6 and State Route 21”’’. 


such as 


3. Indicate the principal products manufactured or ser- 

vices rendered; such as abrasive wheels, aitcraft pro- 

pellers, hydrochloric acid, hydro-electric power, water } 
ore docks. 


utilities and 











4. No entry is required forthis item if there is a current 

DD Form 406, ‘‘Tentative bilization Production 

Schedule’’ for this facility. If a DD Form 406 is not 

current, or has not been completed for facility, in- 

Jicate the principal product(s) which, in the opinion of 
anavement, would be € y this facility during 

ilizatiz.a. If the product(s) does not differ fron 

entry in preceding Item 3, show ‘‘Same as Item 3”, 

i 

5. Enter the latest count of employment 


6. Identify the specific organization within the federal 
hick 
A icr 


been referred, 
Officer, De- 


apency t capacity information has 
ple: ‘‘Office of the Cl 
of the Army, Wa 


and Defense Services 


f or €xan ief Signal 





partment ington 25, D “Busi- 


Administration, 


ness 


Department 





ff Commerce, Washington 25, D. C.’’ 
7 - 9. Self-explanatory 
SECTION II - STATUS 
This section outlines the adequacy or inadequacy of 
the facility’s industrial defense status by broad wweas- 


ures and by a single over-all rating. It also summarizes 


the status of previous recommendations, lists new re- 


commendations, and appraises manager ent’s receptivity 


to the prorram. 


1. Industrial defense measures in this section corre- 


spond to similer headings on DD Form 395-1, ‘‘Indus- 


trial Defense Survey Check List’’. Adequate or inade- 
based on answers t 


parts of DD Form 3%-1. Ratings wil! 


quate ratings will be corres ponding ' 


reflect the best 


judgment of survey personnel after careful consideration 


of conditions that may be expected in time of mobiliza- 


tion. Inacequate ratings will be supported t 


explana- 
tions in Section III. 


2 - 3. Self-explanatory. 


j 


4. This answer should reflect survey personnel’s stud- 


ied evaluation of adequate and inadequate ratings and 


the elements shown in Section A of DD Form 395-1. 


5. Self-explanatory. 
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CONFIDENTIAL Not Classified Uniessa Data Entered) 


e G MANAGEMENT'S INTEREST IN INDUSTRIAL DEFENSE 


on, 
1 of i SECTION Ill - RECOMMENDATIONS AND COMMENTS 


(Use additional sheets, if necessary) 


RECOMMENDATIONS (List recommendations made with this eurvey and state disposition of each recommendation made in the previous survey 


er- 
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ana- AS OF DATE OF SURVEY, CONDITIONS WERE FOUND TO BE AS INDICATED HEREIN 


TYPED NAME AND TITLE OF SENIOR SURVEY PARTY MEMBER SIGNATURE 


stud- 
THIS SURVEY HAS BEEN REVIEWED AND IS APPROVED 
and . 1 
l TYPED NAME AND TITLE ; 
R OF REVIEWING OFFICIAL ORGANIZATION 





SIGNATURE AND DATE 
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CONFIDENTIAL Vot Classified Unless Data Entered) 


INDUSTRIAL DEFENSE SURVEY CHECK LIST 
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INSTRUCTIONS TO MILITARY DEPARTMENT REPRESENTATIVES PERFORMING THIS SURVEY } 


These instructions provide uniform guidance for the 
proper use and execution of the “Check List’’. The 
questions emphasize the more important industrial de- 
fense measures and correspond to the groups shown on 
DD Form 395, ‘‘Industrial Defense Survey’. Department 
of Defense Directives and policies issued in the future 
may require modification of these instructions. The term 
“*production”’covers both goods and services, i.e. the 
production of electricity ab well as of aircraft. All ques- 


tions will be checked “Yes” or ‘*No”’, except where a 
question does not apply to a particular facility, a utility 
for example. In such cases, ‘‘NA” may be used to signi- 
fy ‘not applicable’. Inadequate ratings and negative 
answers will be explained briefly in Section Ill, of DD 
Form 3%. 

1 - PHYSICAL DESCRIPTION - The purpose of this sec- 
tion is to obtain information for use in determining a fa- 
cility’s physical vulnerability to enemy bombing or other 
damage. A rating (adequate or inadequate) for this section 
is not required in Section Il of DD Form 395. Appropriate 
comments, however, will be made in Section III of DD 
Form 3%. 

1. Major military installations include active military 
‘ posts, camps, installations, shore establishments, air 
bases, and other comparable installations or activities 
under military conmand. Major industrial facilities in- 
clude Defense Key Facilities anc other facilities with 

a normal employment of over 500. Answer “*Yes”’ or 
**No”’; do NOT list facilities. 

2. Consider the total floor area of only buildings & struc- 
tures essential to production or services. Enter the ap- 
proximate percentage ratio of the total floor areas (tfa) 
for the types of building classifications designated. In 
calculating ratios, consider the floor area of each floor in 
multi-story buildings andthe yvround floor area in single 
story buildings. Small sheds & buildings of less than 1200 
Sq ft essential to production or service should be excluded. 


3. Indicate principal type or types of critical equipment. 
4. On the same 100% basis as in item 2 above, show the 
approximate percentage ratio of the total floor area of 
buildings and structures essential to production or service 
for the occspancy hazard classification designated. Ex- 
an:ples: Light hazard - offices and laboratories, engineer- 
ing design, drafting and layout buildings, non-com'.ustible 
warehouses and stores, etc. Ordinary hazard - abrasive 
works, electric generating stations, metal working facil- 
ities, smelters, etc. Extra hazard - explosive manufactur- 
ers, pyrotechnic facilities, oil refineries, pyroxylin plas- 
tic manufacturers, high combustible chemical werks, etc 
5. Distances should be measured from the facility. 
References: Industry Guide to Planning for Restoration 
of Production; Part 3, Investigation of Plant Vulnera- 
bility; Standards for Plant Protection, Subsections 5.5, 


7.3. 





Il- BACKGROUND DATA - , 

A - Organizational Measures - 

qa) Identification of Critical Areas - The purpose of 
this sub-section is to ascertain whether management has 
taken adequate steps to identify vulnerable and critica] 
areas as a requisite for the installation of industrial de- 
fense measures. 
1. Critical areas include those which are vital to the op- 
eration of the facility or to the production of an-essential 
item. Vulnerable areas are those which are susceptible 
to damage which can result in a ;eoduction loss or ser- 
vice interruption. 
2 - 3. Self-explanatory. 
References: Industry Guide, Part 2, Investigation of Fun- 
ctional Area Importance and Part 3, Investigation of 
Plant Vulnerability; Standards, Subsection 4.1. 
(2) Industrial Defense Program - 

1. The facility Industrial Defense Program should provide 
a master plan covering all phases of industrial defense, 
in written form, and in sufficient detail to provide broad 
guidance. Key and supervisory employees should be 
familiar with pertinent details of the plan. 
2 - 6. Self-explanatory. 
7. Exercises may vary from oral discussions among key 
personne! to full scale tests and rehearsals with all 
employees participating. 
Test 
Exercises, and on Corimunications Control Centers; 
Standards, Subsections 4.5, 6.1, 6.2, 6.3 


References: Industry Guide, Part 5, Sections o 


B - Measures to Prevent Sabotage - The purpose of 


this section is to determine the adequacy of the anti- 
sabotage measures in effect at each facility or installa- 
tion. A guard force, sufficient for the present may not be 
sufficient in a mobilization. Answers should reflect the 
current status, but recommendations included in Section 
III of DD Form 395 should also cover additional meas- 
ures required for adequacy in a mobilization period 

(1) Guard Forces - 
1 - 2. Self-explanatory. 
3. It is highly desirable that guards be armed when on 
duty, and have legal authority to carry a weapon. 
4 - 5. Self-explanatory. 
References: Standards, Subsections 1.6, 1.7, 1.8, 1.9. 

2) Control of Entry - 

1- 6. Self-explanatory. 


References: Standards, all of Section 2 and Subsections 


1.1, 1.2, 1.3, 1.4, 1.5, 3.2, 3.3 
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CONFIDENTIAL (Not Classified Uniess Data Entered) 


(2) CONTROL OF ENTRY (Continued) 
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7, 1S THERE AN EFFECT IVE WTROL OVER MOVEMENTS AND PARKIN F | YE ni 
PASSENGER CAR TRUCKS AND OTHER VEHICLES, AND CONVE YANCE Deenenonsseathan 
——— —$—$—$ — ———$—————— 2 
8. 1S THERE AN EFFECTIVE NTROL OVER PACKAGE PLANT 
a. a N T AGAINST ow RIN 
¥ ANT t aT Y ROT CT ~T T a 
- _ + — 
3, HAVE PR TIVE MEASUR * ! TOA THER ON RI 
— - — — - — - - aon 
4. WAS MANAGEMENT ADEQUATELY PROTECTE IT FF-SITE FAC! TIE E ENTIAL TO THE PLANT® R OF rT 10ON 
4h. ARE MACHINE T LS AND PRODUCTION EQUIPMENT STORE OF F ITE UNDER MANAGE MEN INT If "Yes see instructions) = 
6. ARE ACT F PECTED ESPIONAGE OR SABOT RE PORTE RECTLY T THE NEAREST FBI OFFICE } _ 
— 2 = = —_ i 
C — PROTECTIVE MEASURES 
(1) FIRE PROTECTION 
— T 
1. ARE FIRE PREVENTION REGULATIONS POSTED, EMPHASIZED AND ENFORCED j 
2. 1S THE PLANT'S PRIMARY AND SECONDARY WATER SUPPLY SYSTEM ADEQUATE 
3, 1S ADEQUATE FIRE PROTECTION EQUIPMENT PROVIDED AND MAINTAINED 
%, DOES THE AUTOMATIC SPRINKLER SYSTEM COVER ALL AREAS CONTAINING COMBUSTIBLE MATERIA 
§, ARE EMPLOYEES ORGANIZED INTO PLANT FIRE BRIGADES AND ADEQUATELY TRAINED t 
‘ + + 
AN EFFECTIVE FIRE ALARM SYSTEM } 
(2) CIVIL DEFENSE 
| f 
ae THIS FACILITY HAVE AW ADEQUATE CIVIL DEFENSE ORGANIZATION } 
2. THE FACILITY PARTICIPATE (® A MUTUAL AID PROGRAM OR IN ANY OwmuNITY | 
DEFENSE ORGANIZATION WITH ARRANGEMENTS FOR MUTU ASSISTANCE 
- - + + 
3. Fac ITY IVil DEFENSE TEST EXERCISES BEEN CONDUCTED DURING THE PAST X MONTHS | 
+ 
&. ARE APPROPRIATE EMERGENCY FIRST AID AND MEDICAL FACI TIES AVAILABLE 
= - + + 
5. WAVE ER AREAS BEEN PROVIDED AND CLEARLY MARKED 
Sa } } 
6. DO SHELTER AREAS AFFORD PROTECTION AGAI T BLAST AND RADIA ON 
es : - - + + 
7. ARE EMPLOYEES FAM AR WITH PLANT EVACUATION PROCEDURES 
O — MEASURES FOR PRODUCTION CONTINUITY 
(1) MINIMIZING EFFECT OF DAMAGE 
1. WAVE EMERGENCY SHUT-DOWN PROCEDURES BEEN DEVELOPED | 
eens + 
2. WAVE THE KEY DEPARTMENTS OF THE FACILITY BEEN RELOCATE R | 
REARRANGED TO INCREASE THE INDE PENDENC OF INDIVIDUAL EPARTMENTS 
ae + + 
3. wvesTt THE U OF PROTECTIVE NSTRUCTION, 
UND C TION AND BLAST PROTECTIO 
%. DOES MANAGEMENT MAINTAIN A SUPPLY OF SPARE PARTS, 0 STANDBY EQUIPMEN 
RAW MATERIALS AND COMPONENTS, SAFELY STORED OR OTHERWISE PROTE 
5. HA MENT ARRANGED FOR SECONDARY SUPPLIE F WATER, GAS, ELECTR POWER AN THER 
uTl R ED PRODUCTION. LIST IN SECTION » REMARKS, THE GAS, W ” 
AND ELECTR TI TY MPANIES SERVING THIS FACILITY 
QO. WA MANAGEMENT ARRANGED FOR AN EMERGENCY SUPPLY OF ELECTRI POWER T WEE winiwuMm 
WEEDS WHILE THE FACILITY I INOPERATIVE 
1, DOES THE FACILITY PARTICIPATE IN AN AREA PROGRAM TO POOL MACHINERY, EQUIPMENT 
AND THE 1KE TO RESUME PRODUCTION FOLLOWING a DI TER 
8. HAS ADVANCE RECONSTRUCTION PLANNING BEEN A MPLISHED 
9, WAS Fa Ty ISPERSION BEEN ONSITOEREC 
2) PRON TION 
1. HAVE TESTS OF PRODUCTION RESTORATION MEASURE 
t HECK THEIR EFFECTIVENESS A NST HYPOTHETICAL DAMAGE 
2. " Fa Y HAVE A @E E (PPED AND TRAINED EMERGENCY REPAIR Rew 
3. HAVE ALTERNAT RCE OF SUPPLY FOR CRITICAL MATERIALS AND COMPONENTS USED FOR PRODUCTION IN 
THI Fa Y BEEN IDENTIFIE 1F "YES", N " THE COMPONENT R END Mw AFFECTE 
+ F PPLY R MATERIA MPONENT E FOR ~ s ‘ 4 A TY | Y 
T PRO E F " iF "vES", N N R R 
R WN FOR NTINUITY F 10ON SH L TH NLY PR kK TR 
5. IS THERE A CURRENT, SAFELY STORED LISTING OF PECIAL PURPOSE OR N EAO-TimeE T AND EQUIPMENT 
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INSTRUCTIONS TO MILITARY DEPARTMENT REPRESENTATIVES PERFORMING THIS SURVEY 


D2) Restoring Production (Continued) 
7. In estimating time required, use the shortest time 
whether based on normal reorder time, purchase, trans- 
fer, lease, use of alternate production methods or sub- 
contracting to other facilities. 
8-9 Alternate means of production of the mobilization 
product include substituting general purpose for special 
purpose equipment, using substitute materials and trans 
ferring part of the production process to other facilities. 
Where other facilities are to be utilized, there should be 
reliable knowledge that the alternate facility has adapt 
able equipment and ‘‘know-how’’ as well as probable 
open capacity during mobilization 


10. Self-expianatory. 


11. This evaluates the effectiveness of the facility’s de- 


fense readiness by measuring the action taken or which 
could have been taken against an actual damage situa- 
tion, for example, one caused by earthquake, hurricane, 
fire or flood, sabotage, etc. This information may also, 
if the facility consents, be made available to other sur 
vey personnel of facilities as specific examples to as 
sist others in their planning. 

References: Industry Guide, Part 1, Section on Func 
tional Area Importance, All of Part 5 and Appendix I; 
Standards, Subsections 9.1, 9.6. Post-Attack, Groups 


3a, 3c. 


E - Measure 


2a, 
5 


s for Personnel Continuity 








The purpose 
of this section is to focus attention upon management, 
labor, know-how, and intangible attributes of organiza 
tion related to people which are essential to continued 


production following disaster 


1 - 2 Self-explanatory. 

3. Management should designate a secondary emergency 
headquarters. Essential equipment and necessary re- 
cords for minimum emergency operations should be read- 
ily available. 

4. Self-explanatory. 

5. Such procedures should include the designation of 
rendezvous points and reporting centers at predeter- 
mined locations outside of immediate danger areas. 

6. Self-explanatory. 

7. This includes the availability of skills of former em- 
ployees, present unskilled employees, women employees, 
and others from local labor sources 

8 - 9 Self-explanatory. 

10, Management should establish a program to inform 
employees of the necessity for industrial defense; and, 
the part employees are expected to play in carrying out 
assigned responsibilities. 

11. Self-explanatory. 

References: Industry Guide, Part 5, Sections on Mutual 
Aid and Emergency Production Site; Standards, Subsec- 
tions 3.4, 3.7, 6.2, 9.4. Post-Attack, Groups 2a, 2c. 

Ill - REMARKS - Remarks will be made in brief and precise 
language. Remarks will provide the information called 
for by particular questions in Section II - ‘‘Background”’. 
They should also include data as necessary for clarifi- 


cation of answers to other questions 
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October 6, 1956 
NUMBER 4276 <2 





OASD (P&I) 


Department of Defense Directive 


SUBJECT Industrial Facilities Funded from Procurement 


and Production Appropriations 


References: (a) DOD Directive 4275.2 dated November 24, 


1954, Revised April 19, 1956 
(b) DOD Instruction 4275.4, October 6, 1956 
(c) DOD Directive 4215.9, Para. VII A l, 
dated February 2, 1956 


AUTHORIZATION AND PURPOSE 


To establish the Department of Defense policy, to 
fix responsibilities for review and approval of the 
acquisition, expansion, construction, rehabilitation, 
and improvement of industrial facilities, and to 
provide for the establishment of procedures designed 
to expedite and assure the adequacy of the review 
process. 


The term “industrial facility" for the purpose of 
this Directive means property (including land, 
buildings, structures and improvements, and machine 
tools and other related production equipment) for 
the production or maintenance of military end items 
or components, and for tests, research, development 
and services in support of production. 


BASIC POLICY 


A. The Department of Defense supports the basic 
principle that free competitive enterprise 
should be fostered by the Government. Therefore, 
the provision of Government-owned industrial 
facilities will be authorized only when it can 
clearly be demonstrated that private enterprise 
is unable, unwilling, or not organized to perform 
the service or provide the products necessary to 
meet current and mobilization requirements, or 
that in the execution of the military mission 
the ownership of the facility by the Government 
is a necessity. 





240 


MILITARY PROCUREMENT 


When Government financed industrial facilities 
are required they shall be provided only to the 
extent necessary to meet procurement requirements 
or to provide a minimum base for meeting mobili- 
zation requirements. 


No Government financed test facilities shall be 
constructed at a privately owned plant if such 
facilities duplicate Government owned test 
facilities already available, unless it can be 
established that existing Government owned 
facilities, regardless of service control, are 
being utilized to full capacity, or that exist- 
ing Government owned facilities are inadequate 
from the standpoints of technical characteristics, 
workload capabilities, or excessive distance from 
the development or production source of the 
weapon or equipment. 


The heavy cost and the large land areas frequent- 
ly required for test and development facilities 
make it imperative that maximum utilization be 
made of each facility owned by the Government, 
Therefore, the following rules will be observed: 


(a) Each facility shall be acquired in a manner 
and under circumstances in which the Govern- 
ment's interest is complete and exclusive. 


(b) Each facility shall be operated in accordance 
with a periodically established test progran; 
wherever two or more military departments 
are engaged in programs involving a partic- 
ular facility, the test program shall be 
arranged by mutual agreement between the 
interested departments, 


(c) Under regulations established by the Secre- 
tary of the cognizant military department, 
the technical findings resulting from opera- 
tion of Government owned facilities shall be 
the property of the Government and shall be 
made available for such dissemination and 
use as may, from time to time, be found to 

be in the interest of the Government. 
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The cognizant military department will make the 
following determinations, prior to submitting 
requests for authority to acquire major common- 
use type facilities such as airfields to be used 
for acceptance testing by contractors, liquid 
oxygen plants, acceptance test stands, large 
environmental facilities, and nuclear test 
facilities: 


(a) The suitability of other like Government 
owned facilities under the control of the 
Department of Defense, regardless of present 
occupancy, that are located within a reason- 
able distance of the proposed site, and the 
possibility of joint usage; 


(b) The location of the proposed facility is the 
most suitable for the immediate requirement 
and the estimated present and future require- 
ment of other contractors, and/or components 
of the Armed Forces; 


(c) Where a future demand appears probable pro- 
visions have been made in the facility 
design to allow for suitable expansion if 
necessary. 


The construction or installation by the Govern- 
ment of non-severable structures or industrial 
facilities on privately owned land is discouraged, 
Whenever such construction is so located, the 
Government's investment for future mobilization 
production shall be protected by suitable con- 
tractval arrangements. 


Rehabilitation and modernization of Government 
owned industrial facilities will be undertaken 
only after a complete review of the mission of 
the facilities in light of new and advanced 
types of weapon systems. 


Prior to providing Government owned industrial 
facilities for the production, of new weapons or 
for the expansion of production for existing 
weapons, efforts shall be made in all cases to 
utilize existing facilities to the fullest possi- 
ble extent. Such efforts are intended to preclude 
the building or procuring of new Government owned 
facilities. The test for retention in a standby 
status of existing Government owned facilities 
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will be whether the mobilization requirement 

is sufficiently urgent to justify the expendi- 
ture of funds at this time for the construction 
of new Government owned facilities for the 
mobilization requirement. 


I. All new projects undertaken or sponsored shal] 
comply with such dispersal standards as may be 
issued by proper Government authority. 


J. In general, the Department of Defense will not 
undertake financing of industrial facility 
expansions unless it can be demonstrated that 
it is necessary for the Government itself to 
perform or support the required production or 
service, 


IMPLEMENTATION 


A. The Assistant Secretary of Defense (P&I) will 
be responsible for developing and supervising 
procedures to implement the policies established 
in Section II hereof, and for recommending to 
the Secretary of Defense a course of action on 
each facility project submitted as provided 
herein. 


B. The Assistant Secretary of Defense (P&I) shall 
issue instructions designed to expedite the 
review process within the Office of the Secre- 
tary of Defense by furnishing the military 
departments in advance with a check list of 
information required for OSD review of industrial 
facilities proposals. The Assistant Secretary of 
Defense (P&I) shall also arrange for concurrent 
review by appropriate agencies within OSD. 


C. All other agencies of OSD shall, upon request of 
the Assistant Secretary of Defense (P&I), furnish 
him with their comments and recommendations with 
respect to the proposed expansion of any facility 
in their respective functional areas. 


D. The Secretaries of the military departments will 
develop and carry out a continuing program as 
follows: 
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(a) Develop an integrated long term plan for 
development and production in each important 
technical product area; 


(b) Provide an analysis and review of proposed 
facility expansions to determine their 
necessity in support of established long 
term development and production plans as 
well as conformity with the policies estab- 
lished in Section II hereof; 


(c) Forward to the Secretary of Defense for his 
approval via the Office of the Assistant 
Secretary of Defense (P&I) all industrial 
facility expansion projects involving an 
expenditure of $1,000,000 or more, in 
accordance with Reference (b); 


(d) Provide upon request such information and 
data as may be required by the Assistant 


d Secretary of Defense (P&I) and other agen- 
cies of the Department ~f Defense in the 
exercise of their responsibilities estab- 
| lished in paras. A and C of this Section, 
| (e) Issue such instructions as may be necessary 
and appropriate to expedite the review 
process within their respective departments; 
and 
- (f) Submit to the Assistant Secretary of Defense 
oe (P&I) within sixty (60) days from the date 
Ss of this Directive a copy of their regulations 
, implementing this Directive. 
f IV. CANCELLATION 
_ DOD Directive 4275.2 dated November 24, 1954, revised 
ity April 19, 1956, is hereby cancelled. 
Vv. EFFECTIVE DATE 
ll 


This Directive shall become effective 60 days after 


ae . 


Deputy Secretary of Defense 
































MILITARY 





PROCUREMENT 





; 197 190CcCc 
February 17, 19 } 


NUMBER 3020. 2 








Department of Defense Directive 


olic for Protection of Petroleum Installations and 
y 
Related Facilities 


This directive promulgates Department of Defense policy relative 

to the protection against sabotage and enemy action of existing 
and planned military bulk (including terminal and operating) 
petroleum installations and related facilities. 


SUBJECT I 

I. PURPOSE 

TI. POLICY 
| 


1. 





A. Future Construction 


All future construction of military bulk petroleum installa- 
tions and facilities will provide suitable protection against 
Sabotage and/or enemy action. In determining the protection 
requirements, the following will be taken into consideration: 


The relationship of petrolewa installations and facil- { 
ities to basic mission of the activity. 


Geographical location of the petroleum installation or 
facility. 


Site, surface and subsurface conditions of terrain, 
Proximity to other prime targets. 


Present degree of protection to petroleum installations } 
and facilities which are being expanded. 


B. Existing Unprotected Facilities 


ide 


Each military department will examine existing military 
bulk petroleum installations and facilities against 
criteria listed in paragraph II.A.1-5 to determine if 
protection is required, the degree necessary, and a 
relative priority for accomplishment. 
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Each military department will examine existing leased 
commercial bulk petroleum installations amd facilities 

in military use to determine the feasibility of adding: 
protective measures, the degree required and the relative 
priority for accomplishment, or the transfer of the petro- 
leum products to other more protected facilities, 


III. GENERAL PROVISIONS 


A. Scope and Applicability 


l. 


2. 


Ww 


All future military bulk petroleum installations and facil- 
ities. 


All future acquisitions of commercial bulk petroleum in- 
stallations and facilities that will require construction 
for military use. 


All currently existing bulk military petroleum installa- 
tions and facilities will be examined to determine the de- 
gree required and the feasibility of adding protection. 


All existing commercial bulk petroleum installations and 
facilities, leased or to be leased for military use, will 
be examined to determine the desirability of taking necer- 
sary action to have protection added, or of transferring to 
more Suitable facilities. 


B. Types of Protection 


1. 
2. 
3. 
4. 


2: 


6. 


7. 


Buried or semi-buried, 

Floating roof suitably protected. 
Splinter-proofing, blast walls, or revetments. 
Use of natural terrain features. 

Dispersion, 


Use of natural or excavated underground spaces where avail- 
able and suitable, 


Additionally, the use of security guards and use of physi- 
cal protective aids to protect against sabotage. 


C. Technical Criteria 


The Assistant Secretary of Defense (Properties and Installations) 


will issue Department of Defense Instructions containing Technical 

















V. 


B. 
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Criteria as to the various types of protection that will best 
suit the needs of the military departments. These criteria, of 


necessity, will vary with the location and type of construction ‘ 
and also will vary between measures of protection to existing ( 
structures, and the measures for new construction. 
IMPLEMENTATION 
A. Active implementation of this policy will follow receipt of 


criteria referred to in paragraph III.C. 


Priority of implementation will be placed by each military depart- 
ment on those installations that contribute directly to ouppert of 
combat effort in the initial phases of a war. 


Implementation of this directive shall be considered in connection 
with requests for legislative authorization and funding in support 
of military construction programs. 


EFFECTIVE DATE 


This directive is effective upon receipt and supersedes any instruc- 
tions which are inconsistent with those contained herein. 


’ 


Secretary of Defense 
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Department of Defense Instruction ae 





susect Program for Protection or Dispersal of Contract Commercial Petroleum 
Storage Facilities (DD-S&L(EX)37) 


References: (a) Public Law 968, 84th Congress, Approved August 3, 1956 


: (b) DoD Instruction S-3020.3, "Protection of Petroleum In- 
B stallations and Related Facilities", February 25, 1955 


(c) DoD Instruction C-3020.8, "Technical Guidance for Imple- 
on mentation of Joint Chiefs of Staff Protective Ccnstruc- 
rt tion Policy", January 6, 1956 


| (d) DoD Directive 5160.18, "Single Manager Assignment for 
Petroleum", July 24, 1956 


(e) DoD Directive 3020.2, "Policy for Protection of Petroleum 
Installations and Related Facilities", February 17, 1955 


(f) DoD Directive C-3020.7, "Implementation of Joint Chiefs 
of Staff Protective Construction Policy", January 6, 1956 


| 1. PURPOSE 


A. Section 416 of Reference (a) authorizes the military departments to 
contract fcr storage, handling and distribution of petroleum in com- 
mercial facilities for periods not exceeding five years, with option 
to renew for additional periods not exceeding five years, for a total 
not to exceed twenty years provided that such facilities conform to 

f protection and dispersal criteria prescribed by the Secretary of 
Defense and are included in a program approved by the Secretary of 
Defense. 


B. The purpose of this Instruction is to implement the provisions of 
Reference (a) with respect to establishment of a program for the 
proseore or dispersal of commercially furnished petroleum storage 
facilities. , os fi 


II. PROTECTION AND DISPERSAL CRITERIA 


’ Department of Defense protection and dispersal criteria are contained 
in References (b) and (c). 
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III. PROGRAM 
A. 
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Responsibilities 


1. The military departments will be responsible for developing 
their departmental programs for protection or dispersal of 
.petroleum storage facilities. 


Applicability | 


A 


2. 


The Single Manager for Petroleum will review and coordinate 
the departmental programs and perform the contracting func- 
tions in accordance with Reference (d). 


The Assistant Secretary of Defense (Supply and Logistics) 
will approve the programs for the Secretary of Defense, 
after coordination with other cognizant elements of the 
Office of the Secretary of Defense. 


To qualify for long term contracts, the storage facilities 
must conform to Department of Defense protection or dis- 
persal criteria and shall be in a program approved by the 
Assistant Secretary of Defense (Supply and Logistics). 


The program is not limited to CONUS. 


Development and Submission of Programs | 


ny 


Programs for protection and dispersal of existing and new 
commercially furnished petroleum storage facilities which 
are submitted to the Assistant Secretary of Defense (Supp 
and Logistics) for approval will include for each facility 
the information set forth in Format l. 


In the development of the departmental programs for pro- 
tection or dispersal of the commercial storage facilities, 
consideration should be given to the information developed 
in accordance with Reference (e) and to the importance of 
related military owned bulk petroleum facilities which are 
under review and evaluation in response to Reference (f). 
The general objective should be to obtain the greatest 
practicable assurance of continued supply of fuel for 
essential operations by reducing the vulnerability of bulk 
fuel storage considering both military owned and commercially 
supplied storage. 





lly 


VI. 
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3. The over-all departmental programs will be submitted, in trip- 
licate, to the Single Manager for Petroleum within five months 
after the effective date of this Instruction. The Single 
Manager for Petroleum will forward, in duplicate, the coordi- 
nated Department of Defense program to the Assistant Secretary 
of Defense (Supply and Logistics) within six months after the 
effective date of this Instruction. Changes to the progran, 
if any, will be submitted for approval on a periodic basis as 
required. Storage facilities that are planned for protection 
or dispersal during the remainder of fiscal year 1957 should 
be submitted to the Single Manager for review and coordina- 
tion, and to the Assistant Secretary of Defense (Supply and 
Logistics) for approval, at the earliest practicable date 
prior to submission of the over-all progran. 


4. The reporting requirement of this section has been asaigned 
the Report Exemption Symbol DD-S&L(EX)37. 





In further conformance with the provisions of Reference (a), whereby 
reports are required to be made to the Armed Services Committees of 
the Senate and the House of Representatives with respect to the 
names of the contractors and the terms of the contracts, the Single 
Manager for Petroleum is hereby assigned responsibility for sub- 
mission of these reports, in accordance with Reference (a). Copies 
of the reports will be furnished to the Assistant Secretary of 
Defense (Supply and Logistics) and the Military Departments. 


DPLEMENTATION 


Each Military Department shall take action to implement this In- 
struction. Two copies of any instructions issued in implementa- 
tion of this Instruction shall be furnished to the Assistant Secre- 


tary of Defense (Supply and Logistics) within 90 days of its effec- 
tive date. 


EFFECTIVE DATE 


This Instruction is effective on the date of issue. 


feo eh We. ah 


Deputy Assistant Secretary of Defense 


(Supply and Logistics) 


Inclosure 
Format 1 
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Format 1 


PROGPAM FOR PROTECTION Ok DISPERSAL OF 
COMMERCIAL PETROLEUM STORAGE FACILITIES 


The following format will be used for submission of information on 
each facility which is included as part of the Departmental Program. 


DEPARTMENT OF THE 


(ARMY, NAVY OR AIR FORCE) 


1. NAME OF EXISTING FACILITY - Not applicable to planned additional 
new facilities. 


2. LOCATION EXISTING FACILITY AND PROPOSED LOCATION OF NEW FACILITY - 
Since exact location of each new facility will be dependent on consideration 
of various proposals during contract negotiations subsequent to approval of 
a basic program, the proposed location will be shown by indicating the gen- 
eral area in which new storage is required, e.g., within 50 miles from Pecos, 
Texas. 


3. TOTAL CAPACITY BY PRODUCT - 


4. BASIS OF REQUIREMENT - Indicate whether facility required for sup- 
port of a specific installation or for fulfilment of a reserve requirement. 


5. TYPE OF PROTECTION DESIRED - See Par III,B, of DOD Directive No. 
3020.2, dated February 17, 1955 for types of protection. Protection will 
normally be limited to dispersal of the facility or to utilization of float- 
ing roof as a protective construction measure where this degree of pro- 
tection will suffice. However, when required, a greater degree of protectim 
may be provided under the terms of this Progran. 


6. PRIORITY AND FISCAL YEAR ACQUISITION PLANNED - In the evaluation 
of each facility for assignment of priorities for addition of protective 
construction measures or dispersal of facility, consideration will be given 
to evaluation of related military owned petroleum storage facilities which 
was made in accordance with DOD Directive C-3020.7, dated 6 January 1956. 
The priorities will be stated in terms of categories "A", "B", "C® or "D# 
as prescribed by paragraph 6, Section 3, Chapter 3, FM 110-10, JANALP (A) 
and AFM 400.4 "Joint Logistics Policy and Guidance "Revised". Show the 
fiscal year during which it is planned to enter into a long term storage 
contract for each particular facility and the proposed length of the con- 
tract period. 


7. ESTIMATED COST PER YEAR - Show the estimated cost per each year 
for each facility which is planned for placement under the long term con- 
tract. 


8. 





REMARKS - 


m= 
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DEPARTMENT OF DEFENSE 
DIRECTIVES SYSTEM TRANSMITTAL 


NUMBER DATE DISTRIBUTION 
















3020.19 - Chl 
ATTACHMENTS 


None 






March 23, 1959 





INSTRUCTIONS FOR RECIPIENTS 





The following pen change to Department of Defense Instruction 3020.19, "Program 
for Protection or Dispersal of Contract Commercial Petroleum Storage Facilities 
(DD-S&L({EX)37)", dated November 5, 1956, has been authorized: 
PEN CHANGE 
Page 1 - Reference (c) - 
Delete: "January 6, 1956" 


Insert: “August 2, 1957" 


MAURICE W. ROCHE 
Administrative Secretary 






WHEN PRESCRIBED ACTION HAS BEEN TAKEN, THIS TRANSMITTAL SHOULD BE DESTROYED. 


sD ae 106 1 PREVIOUS EDITIONS ARE OBSOLETE E45A68 
1 sun 86 _ 


43452 O—59——-17 
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December 7, 195) 
NUMBER 3005.3 











Department of Defense Directive 


SUBJECT Maintenance of the Mobilization Base 


REFERENCE: Office of Defense “obilization Order DMO VII-7, 
as Amended 


I. PURPOSE 


The purpose of this directive is to integrate Department 
of: Defense procurement policy with industrial mobilization 
plans in order to maintain a sound mobilization base. 


te POLICY 


The referenced document prescribes the Government policy 
for maintaining the mobilization base. With respect to 
current procurement particuler attention is invited to 
paragraph 34 which provides in part: 


"1. Procurement agencies shall integrate current 
procurement with their industrial mobilization plans to 
the greatest possible extent with the objective of sup- 
porting the mobilization base within authorities and f 
funds available. 





"2. Data assembled on essential mobilization 
suppliers by the industrial mobilization planning of these 
erencies shall te used in planning current procurement. 
The policy of using contractors and facilities essential 
to the mobilization base is considered to be in the best 
interest of the Government. Suppliers that are deemed 


\° to be part of the mobilization base normally will be 
invited to participate in appropriate current procurement." 
isi, TION 


In furtherance of this policy and to integrate current pro- 
curement with military mobilization plans, the military 
departments are requested to review proposed procurement of 
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dteme contained in the Department of Defense Preferential 
Planning List. Responsibility for such review should be 
mainteined at the level of the Procucement Secretaries or 
their authorized designees. Such review should take into 
consideration the following: 


a. Maintaining multiple sources of supply 
bs Geographic dispersal; 


c. Avoidance of undue concentration of contracts in 
a few leading suppliers; 


d. Multiple awards; 
e. Preservation of essential skilled labor forces; 
f. Utilization of existing open industrial capacity; 


ge Preservation of essential management organizatior 
and "know-how": 


h. Maximum subcontracting; and 


i. Any other factors relevant to maintaining a sound 
mobilization base. 


In carrying out this program it is expected that the authority 
contained in Sections 2(c)1 and 16 of the Armed Services Pro- 
curement Actjwill be utilized. In this connection comparative 
price experience shall be utilized to negotiate the best 
possible price for the Government. 


IV, JiMPLEMENTATION 


Each military department will proceed vith the revision of 
reguletions, procedures and instructions as necessary to 
implement the provisions hereof and will submit such revised 
regulations, procedures and insfructions in duplicate to 

the Assistant Secretary of Defense (Supply and Logistics) 
within 30 days after the date of this directive. 


V. BePORTS 
Each militery department will report actions taken pursuant 
to this directive to the Assistant Sec.etary of Defense 
(Supply and Logistics). Such reports shall be submitted at 
least every 90 days. 

VI, EFFECTIVE vAaTE 


This directive shall become effective immediately. 


FE Marios 


Secretary- of Defense 
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DEPARTMENT OF DEFENSE ! 
DIRECTIVES SYSTEM TRANSMITTAL | 


SE NN 


NUMBER DAT 


3005.3 - Chl February 24, 1958 


3000 








ATTACHMENTS 


None | 


INSTRUCTIONS FOR RECIPIENTS 


The following pen changes to Department of Defense Directive 3005.3, "Maintenance 
of the Mobilization Base", dated December 7, 1954, have been duly authorized: | 


1, Delete all of Section V. REPORTS 
2, Delete: "VI" before the section heading "EFFECTIVE DATE" 


Insert: "Vv" 


MAURICE W, ROCHE 
Administrative Secretary 





WHEN PRESCRIBED ACTION HAS BEEN TAKEN, THIS TRANSMITTAL SHOULD BE DESTROYED. 


SD , Xr. 106-1 Tes Da2ael 
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March 27, 1958 
NUMBER 4005.13 





Department of Defense Directive 


SUBJECT Production Planning with Industry for National Emergency 
or Mobilization 
I. PURPOSE 

To establish policy guidance for the Department of Defense in 

planning with industry for production, including depot-level 

maintenance production, for periods of national emergency or 
mobilization. 
II. APPLICABILITY 

A. This policy guidance is applicable to all planning elements 
of the Department of Defense. 

B. The term “National Emergency or Mobilization" is used in 
this Directive to mean all the international or military 
conditions requiring extraordinary action by the indus- 
trial base to support national security objectives. 

III. POLICY 

A. The objective of production planning by departments and 
agencies of the Department of Defense is to assure that 
the plenned use of the industrial capacity of the United 

tates mobilization base is in accord with national 


security policy and provides the capability to support 
| fully the military objectives contained therein. 


Production planning with industry will consider the 
following eventualities: 


1. General war which involves a severely damaged 
industrial base, and 


wo 


nm 


Conflict short of general war with an undamaged 
industrial base. 
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C. All production planning will be consistent with the 
strategic concept cited in guidance approved or issued 
by the Secretary of Defense. 


D. Planning with Industry 


Production planning with industry will be designed to 
meet the two separate and distinct logistics problems 
inherent in paragraph III.B., above. 


1. Planning with industry for general war will emphasize 
those elements that will increase pre-war readiness 
without major reliance on post-attack production. 
The Military Departments will: 


a. Exert utmost effort to insure continued production 
and maintenance after an attack on this country of 
an extremely selective group of items and their 
components, the continued production and mainten- 
ance .of which is determined to be vital. 


b. Plan for a production and maintenance capability 
for a highly selective group of items which is 
determined to be essential to the conduct of a 
general war, so as to maximize immediate post- 
attack delivery of such items in process in sur- 
viving plants. 


c. Consider dispersal of production and maintenance 
_resources, alternate sources for vital production 
and maintenance, and other reasonable measures 
which may be useful in es subparagraphs 
‘@. and b. above. 


2. In planning with industry for production and mainten- 
ance for conflict short of general war, the Military 
Departments will insure the industrial readiness for 
immediate adjustment to accelerate production and 
will: 


a. Plan for the production of those items essential 
to the combat support of their forces when 
(1) production requirements will exceed the peace- 
time production rates, or (2) their respective 
producing facilities will be in such common demand 
that advance allocation of capacity is necessary 
for the orderly transition to mobilization produc- 
tion. . 





ze 
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bd. Plan production among dispersed production and 
maintenance sources, utilize alternate sources 
and effect such other feasible measures that 
will reduce vulnerability and maximize the possi- 
bility of survival for any period subsequent to 
the initial stages of a general war. 


c. Include adequate subcontractor planning for those 
components and assemblies which meet the criteria 
for end item planning (2.a. above). 


ad. Plan production so as to retain the greatest 
number of sources compatible with economic plant 
operation and the need for dispersal and alter- 


nate source planning. 


3. The planned production-rate objective for any item 
shall not exceed that rate required to sustain the 
military activity of the level of forces approved by 
the Secretary of Defense. 


IMPLEMENTATION 


The military forces to be used in connection with the 
implementation of the policies contained in III. above, 
will be as specified by the Secretary of Defense to 
planning agencies by separate communications. 


Existing production-planning programs, e.g., the Produc- 
tion Allocation Program, the Industrial Defense Program, 
the Depot Level Maintenance Production Program, will be 
revised to be consistent with the policy of this Directive 
at the earliest practicable date, but not later than 120 
days from the date of this Directive. 


Pending the issuance of these revised programs, the 
Military Departments will avoid taking planning actions 
which are inconsistent with this Directive. 


Any departmental planning policies designed to meet 
situations other than those in paragraphs III.B.1. and 
2., will be forwarded with full justification to the 
Secretary of Defense for review. 


sites 


Secretary of Defense 
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DEPARTMENT OF DEFENSE 
DIRECTIVES SYSTEM TRANSMITTAL 


4005.13 - Chl July 8, 1958 


NUMBER 





INSTRUCTIONS FOR RECIPIENTS 


The following pen change to Department of Defense Directive 4005.13, 
"Production Planning with Industry for National Emergency or Mobilization", dated 
March 27, 1958, has been duly authorized: 

PEN CHANGE 
Page 3, Section IV, IMPLEMENTATION - 
Add the following subsection: 
“E, Planning with the petroleum industry, under the policies contained in 


Section III, above, will continue as a responsibility of the Assistant 
Secretary of Defense (Supply and Logistics)." 


MAURICE W, ROCHE 
Administrative Secretary 


WHEN PRESCRIBED ACTION HAS BEEN TAKEN, THIS TRANSMITTAL SHOULD BE DESTROYED 


SD ,X.. 106-1 paeviees EDiTiGNs Ont ONSeneT! 
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March 27, 1958 
NUMBER 4200.10 








ASD( S&L) 


Department of Defense Directive 


SUBJECT Department of Defense Policy and Responsibility in the 
Rapid Tax Amortization Program 
Ref: (a) DOD Directive 5220.5, Industrial Dispersion 
I. PURPOSE 
This Directive esteblishes DOD policies on the Rapid Tax 
Amortization Program and the processing of applications for 
Certificates of Necessity, and assigns responsibilities for 
this progran. 
II. APPLICABILITY 
The provisions of this Directive apply to all DOD participa- 
tion in the Rapid Tex Amortization Program, and govern the 
consideration of all applications for Certificates of 
Necessity. 
III. GENERAL BACKGROUND 





A. 


The Internal Revenue Code of 1954, Section 168, provides 
for the granting of Certificates of Necessity to author- 
ize the rapid amortization of certain “emergency facili- 
ties" required in whole or in part in the interests of 
national defense. Administration of the Rapid Tax Amor- 
tization Program is assigned to the Director of the 
Office of Defense Mobilization. 


The Department of Defense will be requested to supply 
information and recommendations to the ODM on the rela- 
tionship of military requirements to proposed facilities 
expansions. 


PL 85-165 restricted the tax amortization program to 
research and develcpment for DOD or AEC, and to the pro- 
duction of new or specialized defense items or components 
(excluding services) for which existing capacity is un- 
suitable. 
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IV. 
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D. The Office of Defense Mobilization has closed all ex- 
pansion goals and restricted the granting of Certifi- 
cates of Necessity to direct defense needs, under the 
revised ODM Reg. 1A. (See Inclosure #1) 

POLICY 


The generel policy of ODM is that tax emortization will be 
granted only to applications eligible under PL 85-165 °nd 
recommended by the Department of Defense or the Atomi 
Energy Commission. ‘Th: seneral] policy of the Department of 
Defense is to recommend approval of specific applications 
only when there are no suitable facilities to meet DOD 
requirements for new or specialized items or research and 
development programs. 


A. 


Production Facilities: The ODM will certify only those 
production facilities necessary to support military and 
AEC procurement needs to meet current or currently fore- 
seeable requirements for new or specialized defense 
items, i.e., military-type end items, and special com- 
ponerts or special materials peculiar thereto, for which 
no substantial civilian market is anticipated. DOD will 
recommend favorable consideration of individual appli- 
cations for expansion of production capacity oniy when 
there is a demonstrable need for the proposed expansion 
to meet Department of Defense Program objectives, and 
there is no known capacity capable of producing the 
product. Where facilities exist which could produce 4 
defense item, regardless of the availability of such 
facilities for the required rate of production, tax 
amortization for new facilities will not be supported. 
An exception may be made if there is justification for 
requiring special defense features, such as design, 
construction, location, or the need for their being built 
underground, etc. 


Research and Development Facilities: ODM will certify 


only those research and development facilities which 
support military or AEC research and development programs. 
The DOD will comment as to the necessity for expansion 

by an individual applicant only when there is a direct 

or substantial DOD interest in the research or development 
to be performed by the applicant. 


Dispersal: _The industrial dispersal policy exoressed in 
reference (a) will be cpplied to_tax amortization cases. 
DOD will not regommend waiver unless there is justifi-_. 
cation, based on military req-irements. for the proposed 
location. 
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Vv. RESPONSIBILITIES WITHIN DOD 


A. 


VI. 


A. 


VII. 


The Assistant Secretary of Defense (Supply and Logistics) 
is assigned responsibility for the administration of the 
Rapid Tax Amortization Program within the Department of 
Defense. This includes (1) the promulgation of uniform 
instructions and procedures; (2) establishment of the 

DOD policy on the use of rapid tax amortization as an in- 
centive to private industrial expansion, with the coordin- 
ation of other interested Assistant Secretaries of Defense; 
and (3) recommendations on applications for accelerated 
tax amortization. 


Each military department will be responsible for furnish- 
ing necessary data to the ASD(S&L), the observance of the 
policies set forth herein and in other relevant. DOD direc- 
tives, and for the preparation of comments end recomaien- 
dations in accordance with the guidelines and instructions 
provided in Appendix A on all applications referred to it 
by the Office of the Assistant Secretary of Defense (S&L). 
Report Exerption Symbol DD-S&L(=XR)75 has been assigned 

to the requirement for comments and recommendations made 
directly to ASD(S&L). 


IMPLEMENTATION 


The military departments will: 


1. Designate one office within the Washington Headquarters 
as responsible for coordinating tax amortization 
matters; 


2. Take the necessary measures to insure compliance with 
the policy and the assignment of responsibilities set 
forth herein, as implemented by the instructions con- 
tained in Appendix A of this Directive; and 


3. Submit two copies of any implementing instructions and 
regulations to the ASD(S&L) upon issuance. 


EFFECTIVE DATE 


This Directive is effective on date of issuance. 





> 


Fut a. Yan, 


Secretary of Defense 
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APPENDIX A 


Guidelines and Instructions for Tax Amortization Cases 


DOD Directive 4200.10 establishes the general DOD policies and assigns 
responsibility to the Assistant Secretary of Defense (Supply and Logistics) 
for the administration of the tax amortization program. The following guide. 
lines shall be used in the implementation of this Directive and are supple- 
mentary to ODM Reg.1A (inclosure 1). 


A. Agency Responsibilities and General Policy on Determination of Necessity 


for ion 


1. Office of Defense Mobilization is the agency designated by Executive 
Order 10450, dated August is, 1953, as amended, to carry out the provisions 
of Section 168 of the Internal Revenue Code of 1954 with respect to applica. 
tions for Certificates of Necessity to permit rapid tex amortization. Public 
Law 85-165 amended the Code, limiting the rapid amortization program to pro- 
vide facilities for research, development or experimental services for AEC or 
DOD, and for production of new or specialized items or new or specialized 
components of new or specialized defense items (excluding services) procured 
by or for the account of the DOD or AEC for which existing facilities are uw 
suitable. By issuance of revised ODM Regulation 1A, "Issuance of Necessity 
Certificates under Section 168 of the Internal Revenue Code,” of 1954 as 
amended, ODM has prescribed the regulations, including definitions and cri- 
teria, for the guidance of all concerned. The "Certifying Authority” is the 
Director of the Office of Defense Mobilization. The general policy of the 
Certifying Authority is that tax amortization will be granted only on appli- 
cations eligible under PL 85-165 and recommended by the DOD or AEC. 


2. Delegate Agencies under Executive Order 10450 are assigned tax 
emortization responsibilities in the seme areas as their delegations under 
Title I of the Defense Production Act of 1950, as amended: 


a. The Secretary of Interior with respect to petroleum, gas, solid 
fuels, and electric power. 


b. The Secretary of Agriculture with respect to food and with re- 
spect to domestic distribution of farm equipment and commercial fertilizer. 


c. The Commissioner of the Interstate Commerce Commission who is 
responsible for the supervision of the Bureau of Service of the Commission, 
with respect to domestic transportation, storage, and port facilities, or 
the use thereof, but excluding air transport, coastwise, intercoastal and 
overseas shipping. 


ad. The Secretary of Commerce with respect to all other materials 
and facilities. 





~—s 
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Delegate agencies are, in general, those which furnish supply-require- 
ments information to ODM on which the determination of the need for expansion 
is based. 


3. Department of Defense is not a delegate agency, but is responsible 
for providing total requirements information on military items (such as DMS 
Class A products), and on other items, such information as would be most 
helpful to the responsible delegate agency or the certifying authority. DOD 
is also responsible for recommending approval or denial of specific appli- 
cations for rapid amortization. If additional facilities are needed, and are 
eligible under ODM Reg. 1A and DOD criteria (B below), a recommendation will 
be made for the issuance of a Certificate of Necessity to encourage the use 
of private capital. 


B. DOD Criteria for Recommending Approval or Denial 


All provisions of ODM Reg. 1A, including definitions and criteria, are 
binding on DOD, and should be made available to persons processing tax amor- 
tization cases. The following paragraphs particularize the provisions of 
ODM Reg. 1A to DOD responsibilities. 


1. In general, all recommendations for approval of specific applications 
must be based on the need for additional facilities for DOD procurement of new 
or specialized items, or research and development programs. Facilities 
acquired solely for increased efficiency, convenience, or economy are not 
certifiable. 


2. Production facilities for items or components (excluding services) 
are eligible for certification if 


a. The item to be produced is procuted by or for the DOD primarily 
or exclusively; 


b. No substantial civilian merket is anticipated for it; and 


c. The item is new or specialized to an extent that makes existing 
facilities unsuitable. ' 


(1) “Unsuitable” fecilities: Facilities are suitable if they 
can produce the required item, whether or not at the required rate. To 
justify support for rapid tax amortization, new or specialized items must 
require facilities of different capabilities from facilities already in 
regular production or special defense features are justified as provided 
in (da) below. 
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(2) “Regular production" -- means that the item or component 
has been produced in quantities exceeding those for experimental or test 
purposes, or on other than a pilot line basis. 


dad. Facilities for the production of a new or specialized item or 
component may be certified if such facilities have one or more specialized 
defense features even though there are other suitable facilities in existence, 
A facility has specialized defense features if its design, construction, loca. 
tion or other comparable special DOD requirements for the facility are con- 
trolled solely by considerations of national defense. This means that, above 
and beyond the usual technical requirements of facilities for the required 
production, an underground site, protective construction, etc., is warranted 
and can be justified. 


If suitable facilities exist (i.e., there are known facilities in 
the continental U. S., capable of producing the required item), additional 
facilities will not be recommended for certification, whether or not the 
capacity is available. ‘Thus, except as provided in (d) above, only ifa 
new item or a model change requires replacement of existing facilities or 
creation of new facilities, would facilities be eligible for certification. 


3. Research ntal or experimental facilities required to 
support stb seeertas’ To r civ ctions) will be supported if DOD 
has a direct & or substantial 2/ interest. If the applicant does not have 
DOD contract(s) for the work, facilities will be supported only when the 
research and development can be associated with and is complementary to an 
identifiable DOD research and development project or program. 


4. Services - Facilities for performing services, even though necessary 
to production or research and development, are not eligible unless such serv- 
ices are an integral part of the production or research and development 
facility and constructed or acquired by the same taxpayer who owns the pro- 
duction or research and development facilities, and the production or research 
and development facility itself is eligible. "Services" include provision of 
transportation, storage, communications, water, sewerage, power, heat, refrig- 
eration, fuel, etc. For tax amortization purposes production processes; such 
as, fabrication, assembling, testing, retrofit or modification, etc., are not 
considered "services", and such facilities may be supported if otherwise 
eligible. 


1/ “Direct" means that the proposed facilities will have at least 75% use 
on prime or subcontracts of the DOD. 

2/ “Substantial” means that at least 75% of the output of the proposed 
facilities will be for defense prime or subcontracts, or the specific 
facilities are of such importance to the DOD that Government appropria- 
tions would have to be requested for comparable facilities if not pro- 
vided by investments of private capital. 
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5. Production facilities, eligible under the above criteria, will be 
if the proposed expansion was started or completed as a result of 
a current or currently foreseeable DOD contractual requirement and was 
e at the time the applicant filed with ODM. On an application 
that was filed and expansion started prior to cancellation of a contract 
or reduction of schedules, an additional qualifying statement is to be in- 
cluded indicating that at the present time the proposed facilities are not 
to meet current DOD requirements as a result of a reduction in 
schedule due to budget cuts or other pertinent facts. 


6. Consideration will be given to the following factors, and comments 
to S&L or ODM will include relevant statements: 


a. DOD interest in the product, or research and development can 
be clearly defined. Actual verification of the need for the production or 
research and development service is important. 


b. In connection with R&D facilities, the percentage of the er 
cant’s existing capacity devoted to DOD is direct or of substantial 
interest. 


ce The expansion is necessitated by military procurement contracts 
or research and development requirements for items of special military nature 
which cannot be accomplished within existing facilities. (A written statement 
from the reliable prime or major subcontractor usually responsible for locat- 
ing sources of supply, that he can find no suitable capacity for a special 
component or material far down the chain of production, is acceptable.) 


a. The extent of the current military backlog of orders in the 
applicant's research and development facilities with respect to known capac- 
ity warrants the expension. 


e. Experience with the applicant's manufacturing, research, or 
development quelifications has a special bearing in the evaluation of the 
necessity for expansion of his facilities. This includes special consider- 
ation of proprietary items, superior performance, quality control, etc. 


f. Procurement experience indicates that there is no suitable 
capacity to produce or develop the necessary items. 


gs A special military urgency necessitates the expansion of exist- 
ing facilities. 


h. Any other special factors which indicate a definite need for 
expansion to fulfill military requirements mst be examined and fully ex- 
plained. 


7. Extension of Time - Requests for extension of time on Certificates 
will be considered under the criterie which were in force when the original 
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Certificate was issued. For production facilities, extensions of Certir. 
icates issued prior to 22 August 1957 may be supported if there is a short- 
age of available capecity, j.e., the case need not meet the criteria of 

B,2 above provided the request for such extension was filed with ODM prior 
to the expiration of the Certificate. However, the Department of Defense 
will not make recommendations on a request for extension of time for a 
Certificate that was issued on the recommendation of another agency. Facil- 
ities expansions that were originally supported by DOD will be given con- 
tinued support if the need for the expansion remains. Specific facts know 
to DOD as to the cause of delay and other relevant data will be furnished, 
if requested on any case, whether or not it was originally supported by Dop. 


Cc. mcy Re msibilities and Policy on Waiver of Di rsion, as Related 
to Tax Amortization 


1. Office of Defense Mobilization - Establishes dispersion criteria 
end has authority to waive dispersion criteria when it is determined to be in 
the best interest of national defense. The ODM policy, criteria, and respon- 
sibility on waiver of dispersion on tax amortization cases is as follows: 


a. Except as noted below, all applications for rapid tax amortiza- 
tion for the construction of new facilities or for major expansions of exist- 
ing facilities will be reviewed by the Office of Area Development, Department 
of Commerce, to determine whether the proposed location of such facilities 
complies with DMO I-19. The following types of facilities are considered to 
comply with the dispersion policy: 


(1) Underground facilities in a non-dispersed area, such as 
pipelines; 

(2) Mobile facilities with no fixed locations, such as air- 
planes, ships, and railroad rolling stock. 


b. This dispersion policy shall not be applicable to the following 
new facilities or expansion of existing facilities: 


(1) Any expansion of existing facilities which represents not 
in excess of 50 percent of the capacity existing at the present site: provided, 
however, that the cost of such facility expansion as estimated by the appli- 
cant does not exceed 5 million dollars. 


(2) New facilities, other than an expansion of existing facil- 
ities, estimated by the applicant to cost less than ome million dollars. 


c. Additions to existing facilities and new facilities in areas 
which do not conform to the dispersion policy and which do not come within 
the meaning of paragraphs a and b shall not be certified for tax amortization 
except in unusual cases which qualify under the following rule: 


(1) The facility under consideration is determined to be necess- 
ary to satisfy a Department of Defense or Atomic Energy Commission requirement 
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which cannot be met by existing facilities or from facilities now being 
constructed or planned. 


d. In determining whether a given facility is eligible for an ex- 
ception under the rule stated in paragraph c, a fully documented justifica- 
tion shall be obtained from the appropriate delegate gency having mobiliza- 
tion responsibilities in the industry area involved and also from the appro- 
priate procurement agency. 


2. Department of Commerce - The Department of Commerce, through its 
office of Area Development, has responsibility for determining if a proposed 
location is considered to be satisfactorily dispersed from metropolitan tar- 
get areas -- (does or does not meet ODM criteria). 


3. Department of Defense 


a. The OASD(S&L) determines if the proposed location is satisfac- 
torily dispersed from present or proposed key military installations and key 
industrial facilities -- (does or does not meet DOD criteria). This is an 
OASD(S&L) responsibility on tax amortization cases which are not exempt under 
QOM policy as stated in paragraph C.1 above (including those for which AEC is 
the recommending agency). The Departments will be afforded an opportunity to 
coment, by separate inquiry from S&%L, on cases when the location is satis- 
factorily dispersed but there is a question of interference with operations 
of military installations. 


b. When the Department of Commerce determines that the proposed 
plant site in a tax amortization application does not meet ODM criteria on 
dispersion, or the QASD(S&L) determines that the proposed site does not meet 
D® criteria on dispersion, the Military Department(s) furnishing comments 
on individual tax amortization applications will be requested to include 
their position on waiver of dispersion criteria, with justification if recom- 
mending approval. The DOD policy on industrial dispersion is contained in 
DW Directive 5220.5. 


c. In cases where position on waiver of dispersion is requested, 
the following considerations may serve as a guide in determining whether or 
not a waiver should be recommended: 


(1) Is the proposed facility an integral part of an existing 
facility? 

(2) Do the applicant's ultimate development plans take cog- 
nizance of the Government's dispersion objectives so that future expansion, 
particularly for production of a new item, may be located in a dispersed 
area? 

(3) Has the applicant considered other measures that will re- 
duce the vulnerability of the proposed expansio.? 


(4) Are the applicant's reasons for not locating in a dispersed 
area valid, i.e., are there compelling industrial-economic reasons for not 
locating the proposed facility in an area classified as non-vulnerable? 
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(5) Is the urgency of time an overriding factor? 


If the above considcrations can be answered in the affirmative, a recommen- 
dation for waiver of dispersion may be warranted. Waiver may also be 
warranted when one (or more) consideration is of overriding importance, 


D. Procedure for Tax Amortization Cases 


1. All tex amortization cases for DOD comment on necessity for expan- 
sion will be sent by ODM to OASD(S&L). 


2. The Office of Production Policy is designated as the staff element 
of the OASD(S&L) responsible for coordinating activities in connection with 
requests for comments and recommendations in connection with applications 
for Certificates of Necessity. The ASD(S&L) (or his Deputy, in his absence) 
will make recommendations for the DOD concerning these requests. The Secree 
taries of the Departments will similarly restrict authority to sign recom 
mendations to ODM or S&L. 


3. Designated persons in the Washington head rs of the Departments 
of the Army, Navy, and Air Force, and the OASD(S&L) will maintain liaison with 
each other, with delegate agencies, and with the ODM. 


4, All requests for DOD determination on eligibility under DOD dispersion 
criteria (C,3,a above) will be coordinated within S&L, and departmental com 
ment on interference with operations of military installations will be secured 
as appropriate, as “iispersal cases". Comment on waiver will be requested 
by S&L at the sane time a tax amortization case is referred to a department 
for its recoumendation of approval or denial. 


5. The following chart shows generally the manner in which cases referred 
to «he DOD by ODM will be routed to determine necessity for expansion and 
‘igibility for tax amortization. 
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6, Comments on applications for Certificates of Necessity for acceler- 
ated tex amortization on which DOD has been requested to recommend action 
to the Certifying Authority, will be handled as follows: 


a. Upon receipt from S&L of a request (SD 257) for DOD comments and 
tions, each military department will, unless otherwise requested, 
direct to ODM on cases that do not require waiver of di sion criteria, 
ani ere of interest primarily or solely to that department, of puevhtod:the 
estimated cost of expansion is less than $1,000,000. Information copies of 
guch comments should be forwarded to the other departments and to the OASD 


(Sab). 


b. Departmental recommendations on applications of interest to two 
or more departments, those in which the estimated cost of expansion is 
$1,000,000 or more, those involving waiver of dispersion criteria, or where 
no militery department has an expressed interest, and also those in which the 

% wishes to make an exception to the policy expressed in B above, 
gnould be forwarded to the OASD(S&L) for preparation of reply to ODM. 


c. A departmental recommendation to S&L or ODM for approval ar denial 
on an individual application will include a summary of the relevant facts de- 
yeloped in evaluating the case (paragraph C,6) and reference to the criteria 
on which the recommendation is based. 


a. It will be the responsibility of the OASD(S&L) staff element or 
the military department presenting comments and recommendations to ODM on an 
application to maintain the necessary records supporting such action. By 
mitual agreement between ODM and OASD(S&L), a copy of the application, ODMF-2, 
may be retained by the DOD. Where the department replies direct to ODM, the 
copy of the application will be retained in the department; where the reply is 
nade by OASD(S&L), the copy of the application will be retained in OASD(S&L). 





3/ A department assigned plant cognizance, as in aircraft, or monitorship 
responsibility, as in electronics, will be considered the interested 
department, responsible for preparing coordinated departmental comments 

to ODM or OASD(S&L). 
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[Reprinted from the Federal Register of March 4, 1958] 
TITLE 32A—NATIONAL DEFENSE, APPENDIX 
CHAPTER I—OPrFrice oF DEFENSE MosiLizATION 
[CDM Reg. 1A 


ODM REG. 1A—ISSUANCE ON NECESSITY CERTIFICATES UNDER SECTION 168 OF THE 
INTERNAL REVENUE CODE OF 1954 


The following regulations are hereby prescribed by the Office of Defense Mobili- 
gation with the approval of the President pursuant to the authority contained 
in Executive Order No. 10480, dated Angust 14, 1953, and section 168 of the 
Internal Revenue Code of 1954. 

1, Definitions : 

(a) Emergency facility. 

(b) Emergency period. 

(c) Certifying authority. 

(d) Necessity certificate. 

(e) New defense item. 

(f), Specialized defense item. 

(g) New component. 

tb) Specialized component. 

(i) Regular production. 

(j) Services. : 

9. Criteria for determination of suitability of ex facilities 

3. Criteria for determination of portion of the adjusted basis attributable to defense 
purposes for computing the amortization deduction 

4, Procedures and responsibilities. 

5. Exercise of powers of Certifying Authority. 

AUTHORITY : Sections 1 to 5 issued under sec. 168, 68A Stat. 52; 26 U.S.C. 168, E.O. 
10480, 18 F.R. 4939, 3 CFR, 1953 Supp. 

Section 1. Definitions. As used throughout this regulation: 

(a) “Emergency facility” means any facility, land, building, machinery or 
equipment, or any part thereof, the construction, reconstruction, erection, instal- 
lation or acquisition of which was completed after December 31, 1949, and with 
respect to which a Necessity Certificate has been made. 

(b) “Emergency period’ means the period beginning January 1, 1950, and 
ending on the date on which the President proclaims that the utilization of a 
substantial portion of the emergency facilities with respect to which Necessity 
Certificates have been made is no longer required in the interest of national 
defense. 

(c) “Certifying Authority” means the Director of the Office of Defense Mobili- 
zation. 

(d) “Necessity Certificate” means a certificate made by the Certifying Au- 
thority pursuant to section 168 (e) (2) of the Internal Revenue Code of 1954, 
certifying that the construction, reconstruction, erection, installation or acqui- 
sition of the facilities referred to in the certificate is to be used. 

(1) To produce new or specialized defense items or components of new or 
specialized defense items (as hereinafter defined) during the emergency period, 
or 

(2) To provide research, developmental, or experimental services during the 
emergency period for the Department of Defense (or one of the component 

s sue DE > J ic Energy ission. as ¢ 
departments of such Department) or for the Atomic Energy Commission, as a 
part of the national defense program, and stating the portion of the adjusted 
basis thereof which has been determined to be attributable to defense purposes 
within the meaning of such section 168(e) (2) for computing, the amortization 
deduction under section 168 (a). 

(e) A “new defense item’ means a new product or material (excluding serv- 
ices) which was not in regular production prior to January 1, 1957, and which 
is or it is expected will be produced for sale to the Department of Defense (or 
one of the component departments of such Department) or to the Atomic Energy 
Commission to meet current or currently foreseeable requirements and for which 
it is anticipated there will not be any substantial civilian market. 

(f) A “specialized defense item’ means a product or material (excluding serv 
ices) for which it is anticipated that there will not be any substtntial civilian 
market and which is or it is expected will be produced for sale to the Department 
of Defense (or one of the component deportments of such Department) or to the 
Atomic Energy Commission to meet current or currently foreseeable require 
ments. 
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(g) A “new component” means a component which was not in regular produc. 
tion prior to January 1, 1957, and for which it is anticipated there will not be 
any substantial civilian market. 

(h) A “specialized component means a component for which it is anticipated 
that there will not be any substantial civilian market. 

(i) “Regular production” means that the item or component has been pro. 
duced in quantities exceeding those for experimental or test purposes, or on other 
than a pilot line basis. 

(j) Except in the context of “research, developmental, or experimental sery- 
ices,” the word “services” means provision of transportation, storage, communi- 
cations, power, water, fuel, sewerage, heat, refrigeration and other similar ancil- 
lary activities and materials and excludes production processes, such as fabri- 
cating, assembling, testing, retrofit or modification, and irradiation of materials, 

Sec. 2. Criteria for determination of suitability of ewisting facilities—(q) 
For the production of a new defense item. Facilities for the production of a 
new defense item or a new component of a new or specialized defense item may 
be certified if existing productive facilities are unsuitable because of the newness 
of th item or the component or if the facilities qualify for certification under 
subsection (c) of this section. 

(b) For the production of a specialized defense item. Unless facilities are 
qualified under (c) below, certifications will not be granted in connection with 
the production of a specialized defense item or of a specialized component of a 
defense item. 

(c) When specialized defense features are involved. Facilities for the produc- 
tion of a new or specialized defense item or a new or specialized component 
thereof may be certified if existing productive facilities are unsuitable because 
of the specialized defense features of the item or component thereof, and if the 
facilities are required and designed for such production, and if the facilities have 
one or more specialized defense features. A facility has specialized defense fea- 
tures, if above and beyond the usual technical requirements of facilities for the 
production of the new or specialized defense item or the new or specialized com- 
ponent thereof, its design, construction, location or other comparable features are 
controlled solely by considerations of national defense. 

(d) Determining the unsuitability of existing facilities. The unsuitability of 
existing facilities shall be determined from a consideration of whether the item 
or component could be produced with existing facilities without regard to 
whether or not the existing facilities are available for the required production. 
Where an item or component has not been in regular production prior to Janu- 
ary 1, 1957, but it is a variation of an earlier model which was in such produc- 
tion and the variation is such as to require substitutions, modifications or 
alterations of existing facilities, or to require new facilities, certification may 
be granted for such substitutions, modifications, alterations or for new facilities. 
Certification will not be granted where it can be shown only that existing facili- 
ties are inadequate or unavailable for the required rate of production. 

(e) For research, developmental, or experimental services for the Department 
of Defense (or one of the component departments of that Department) or the 
Atomic Energy Commission. Facilties for research, developmental, or experi- 
mental services may be certified where such services are required to provide 
research, developmental, or experimental services during the emergency period 
for the Department of Defense (or one of the component departments of such 
Department), or for the Atomic Energy Commission, as a part of the national 
Cefense program. The certifications for facilities to perform research, develop- 
mental or experimental services may not be made for facilities connected with 
the civil functions of the Department of Defense or in connection with work on 
peacetime usage of atomic energy that might be undertaken by the Atomic 
Energy Commission. 

(f) In general. The following types of facilities will not be considered for 
certification : 

(1) The acquisition of the productive assets of a going concern or second 
hand facilities unless : 

(A) Clear prospect of a substantial increase in the usefulness of such facilities 
for national defense exists and such increase cannot be obtained by other prac- 
tical means; or 

(B) Substantial loss of usefulness for national defense would probably result 
in the absence of such acquisition. 

(2) The construction, reconstruction, erection, installation, or acquisition of 
that part of a facility which is or will be used in lieu of existing facilities, except 
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to the extent considered extraordinary and necessitated by reason of the 
Pmergency. 

(8) Facilities acquired from the Government. 

(4) Facilities constructed or acquired for purposes of leasing to a defense 
contractor. 

(5) Facilities for the provision of “services” unless 

(A) Such services are an integral part of the production or research and 
development facility ; and 

(B) Constructed for or acquired by the same taxpayer who owns the pro- 
duction or research and development facilities ; and 

(C) The production or research and development facility is itself eligible 
under section 2. 

(6) Production facilities constructed or acquired for mobilization reserve 
purposes, as distinguished from facilities designed to meet current or currently 
foreseeable defense production needs. 

(7) The construction of any facility unless located, insofar as practicable, so 
as to reduce the risk of damage in the event of attack. 

Sec. 3. Criteria for determination of portion of the adjusted basis attributable 
to defense purposes for computing the amortization deduction. Determination 
will be made by the Certifying Authority as to the portion of the adjusted basis 
upon which the amortization deduction under section 168 (a) shall be computed. 
In determining the portion to be certified, the Certifying Authority will consider 
the probable economic usefulness of the facility after five years and the additional 
incentives to the minimum amount deemed necessary to secure the expansion of 
industrial capacity in the interest of national defense during the emergency 
period. For this purpose, consideration will be given to such factors as the 
character of the business, including the source, amount and nature of the mate- 
rials required for the expansion and the material or service to be produced; the 
manufacturing or servicing processes involved; normal depreciation rates; 
expansion in competitive fields ; the extent of risk assumed, including the amount 
and source of capital employed; the potentiality of recovering capital or retiring 
debt through tax savings or pricing; the relative expansion needed; the eco- 
nomic consequences of the location of the facility due to security or other emer- 
gency factors ; increased costs due to expedited construction or emergency condi- 
tions; the historical background of the industry; the extent to which the facility 
is being or will be used in lieu of existing facilities; assistance to small business 
and the promotion of competitive enterprise; compliance with Government 
policies, e.g., manpower and dispersion; and other relevant factors. Land will 
not ordinarily be certified. The percentage certified shall be closely related to the 
provision of other financial incentives provided by the Government to encourage 
the construction of facilities, such as direct Government loans, guarantees and 
contractual arrangements, so that these incentives separately or in combination 
will secure the needed expansion at minimum cost to the Treasury. Where per- 
centage certification patterns for individual industries are established adjust- 
ments upward or downward may be made for special factors. 

Sec. 4. Procedures and responsibilitices—(a) Application form. Formal appli- 
cation shall conform to the standard form prescribed by the Certifying Authority 
and shall be executed in the manner and by the person prescribed by the form. 
The standard form of application for a Necessity Certificate may be obtained 
from the Office of Defense Mobilization, Washington 25, D.C., or from Department 
of Commerce field offices. 

(b) Classified information. If the application or its filing would involve the 
disclosure of information which has a security classification, the applicant 
shall, prior to the filing of his application, request instruction from the Gov- 
ernment agency with which he has classified contract relations. 

(ce) Filing of application. All applications for Necessity Certificates shall be 
filed with the Office of Defense Mobilization in Washington, D.C., and shall be 
deemed to be filed when received by that agency. 

(d) Time of filing applications, und cases in which determination of neces- 
sity must be made before beginning of construction. (1) Application for a Ne 
cessity Certificate for facilities acquired on or subsequent to August 22, 1957, 
must be filed before the expiration of six months after the date of such 
acquisition. 

(2) Applications for Necessity Certificates for any building, structure or 
other real property, or for the installation of facilities which will become an 
integral and permanent part of any building, structure or other real property 
the construction, reconstruction, erection or installation of which is begun on or 
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after August 22, 1957, must be filed prior to the beginning of such construction, 
reconstruction, erection, or installation. 

(3) For purposes of section 4(d)(2) hereof and the time limitation proyi- 
sion which appears on the face of Necessity Certificates, the following definitions 
shall apply: 

(A) Construction, reconstruction, erection or installation is deemed to begin 
with the incorporation in place on the site by the applicant or by any other per. 
son pursuant to any contract, understanding or arrangement, directly or jp- 
directly for or with the applicant, of physical materials as an integral ang 
permanent part of any building, structure or other real property (for example, 
the pouring or placing of footings or other foundations). Acquisition of land; 
engineering ; contracting for construction; preparation of site; building of ac 
cess roads; excavation; demolition; installation of service utilities required for 
construction ; the fabrication, production or processing of building materials or 
building equipment ; or the acquisition of personal property to be installed in the 
building, structure or other real property does not constitute beginning of con- 
struction, reconstruction, erection or installation. 

(B) Acquisition takes place when title passes or a contract to acquire js 
entered into. 

(C) If the total dollar amount of the facilities which have been certified 
(without consideration of the percentage of certification) does not exceed 
$1,000,000 the requirements of the time limitation provision in Necessity Certtf- 
cates will be satisfied with regard to (i) certified facilities to be acquired (eg, 
machinery, equipment, etc.) and used in connection with certified buildings or 
structures if the taxpayer begins the construction of such buildings or structures 
within the time specified, and (ii) the beginning of construction, in that the 
beginning of construction of any structure certified will be considered to be the 
beginning of construction of all structures certified if several separate structures 
are involved. 

(e) Modification of regulations. The provisions of this regulation concerning 
the filing of applications for Necessity Certificates may be changed by the Cer- 
tifying Authority. Such change shall be made effective not less than 15 days 
after publication in the FepERAL REGISTER. 

(f) Referral of application. Each application, after acknowledgment, will be 
referred to that agency or officer of the Government according to its respective 
assigned responsibilities under the Defense Production Act of 1950, as amended. 
ealled “delegate agencies”, and to the Department of Defense or the Atomic 
Energy Commission as appropriate. 

(gz) Responsibilities of agencies and officers other than Certifying Authority. 
Agencies of the Government to which an application is referred shall be respon- 
sible for making a report and recommendation for specific action to the Certify- 
ing Authority regarding each application. Such report shall include the reasons 
for the recommendation and shall conform to instructions issued by the Certify- 
ing Authority. 

(h) Action by the Certifying Authority. After consideration of the relevant 
factors, including but not limited to the reports of the delegate agencies, and 
the Atomic Energy Commission or Department of Defense, the Certifying 
Authority will take action upon the application. 

(i) Necessity Certificates. Upon approval of an application, a Necessity 
Certificate will be forwarded to the Commissioner of Internal Revenue and will 
constitute conclusive evidence of certification by the Certifying Authority that 
the facilities therein described are necessary in the interest of national defense 
and of the portion of the adjusted basis upon which the amortization deduction 
under section 168(a) shall be computed. The Certifying Authority will not 
certify the accuracy of the cost of any facility nor of any date relative to the 
construction, reconstruction, erection, installation or acquisition thereof. It will 
be incumbent upon taxpayers electing to take the amortization deduction to es 
tablish to the satisfaction of the Commissioner of Internal Revenue the identities 
of the facilities, the costs thereof, and the dates relative thereto. 

(j) Further description after certification. (1) Where the actual description 
or cost of a certified facility varies or will vary so materially from the descrip- 
tion or cost in the application for a Necessity Certificate as to put in question the 
identity of the facility, the taxpayer may request an amendment of the certifi- 
cate by filing a statement with the Certifying Authority setting forth the revised 
description or cost. 
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(2) It is to be considered that there is not so material a variation as to put 
in question the identity of the facility and therefore that the varied description 
or cost is within the scope of the original certification and no amendment is 
necessary in the following cases : 

(A) Where the facility acquired or constructed is the same as that certified 
even though the actual cost exceeds the cost of the facility as estimated in the 
certificate. 

(B) Where the facility acquired or constructed varies from the facility certi- 
fied and the actual cost exceeds by not more than 15 percent the cost estimated 
in the certificate. It is not intended that the certificate is to be considered as a 
dollar-amount authorization which may be exceeded by not more than 15 percent 
so as to include any additional facilities. For the purpose of the 15 percent limi- 
tation the word “facility” as employed above contemplates consideration sepa- 
rately of each item as listed in Appendix A (of the standard form of application 
for a Necessity Certificate). 

(3) The statement should consist of four copies of an amended Appendix A 
setting forth all of the emergency facilities certified with their revised descrip- 
tions or costs in the same order in which such emergency facilities were listed on 
the original Appendix A. However, where the original Appendix is lengthy 
and only a few variations or changes are involved, the four copies of the amended 
Appendix A may list only the facilities changed. In all instances, the amended 
descriptions or costs should be identified, by item and page number, with the de 
scriptions or costs contained in the original Appendix A and should be accom- 
panied bya letter explaining all changes with the reason therefor. 

(4) If the Certifying Authority is of the opinion that the varied or changed 
costs or descriptions are within the scope of the original certification, the amend- 
ed Appendix A will be forwarded by the Certifying Authority to the Commis- 
sioner of Internal Revenue for substitution for the original Appendix A attached 
to the original certificate to have the effect of an amendment thereof. A copy 
of the amendment will be transmitted to the taxpayer. 

(5) Although reasonable substitutions for facilities previously certified may 
be determined to be within the scope of the original certification, additional 
facilities, as a general rule, will not be considered to be within the scope of the 
original certification and will require a separate new application which will be 
subject to the provisions of section 168(e)(2) of the Internal Revenue Code of 
1954. The Certifying Authority may, however, afford a filing date for such 
separate application which will correspond to the date on which the application 
for amendment was filed for the facilities found to be outside the scope of the 
original certification. 

(k) Cancellation or amendment of Necessity Certificate. The Certifying 
Authority may (1) cancel any Necessity Certificate where is has been obtained 
by fraud or misrepresentation or has been issued through error or inadvertence, 
or (2) amend any Necessity Certificate for sufficient cause. 

(1) Time extensions. Applications for time extensions on outstanding Neces- 
sity Certificates may be considerefl only if a request for such extension is filed 
with the Certifying Authority prior to the termination date of the Certificate. 
Time extensions on Necessity Certificates which have expired by their terms 
prior to the filing of a request for such time extension may be considered only 
if the proposed expansion can satisfy the requirements of section 168(e) (2) of 
the Internal Revenue Code of 1954. 

Sec. 5. Exercise of powers of Certifying Authority. (a) Any actions taken 
in exercise of the powers and authority conferred by section 168(e) of the In- 
ternal Revenue Code of 1954 and vested in the Director of the Office of Defense 
Mobilization by Executive Order 10480, dated August 14, 1953, may be taken in 
the name of the Office of Defense Mobilization by the Director’s authorized 
representative. 

(b) The Director may for good and sufficient reason in the interest of national 
defense make exceptions to the requirements for filing in section 4(d) (2). 

ODM Regulation 1, dated December 3, 1953, as amended, is hereby superseded 

Effective date: February 26, 1958. 

GORDON GRAY, 
Director of the Office of Defense Mobilization. 
Approved: 
Dwieht I). EISENHOWER, 
The White House. 


[F.R. Doc. 58-1626; Filed, Mar. 3, 1958: 8:53 a.m.] 
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Senator SatronsraLu. Mr. Chairman, if you are through, sir, may 
I ask one more question which was called to my attention? 

Senator THurRMoND. Yes, sir. 

Senator SALTONSTALL. General, the GAO believes, and I quote: 

The transfer of management responsibilities relating to design, development, 
and production of operational systems would encourage the migration from 
Government to industry of engineering and scientific skills— 
with adverse effect upon the Government’s control. Do you believe 
that this is true? 

General THurMAN. No, sir, I do not. 

Senator Satronstatt. Why? I just want to get your feelings. 

General THurMAN. There are several reasons why I don’t believe 
itis true. One of them is that without reference to a method of pro- 
curement, there are, by and large, more opportunities to earn more 
dollars in private business than there are in Government. This in 
itself produces migrations of people from the Government to private 
industry without reference to any procurement system. 

That is going to keep on happening. Whether we buy things one 
way or another, it isn’t affected. But getting back to this point of 
who has got the final responsibility in this thing—in order to carry 
out the responsibilities that the services must keep, they must have 
capabilities to evaluate the proposals that are made, the courses of 
action that are offered, and we always must have a substantial corps 
of very fine people. 

I think that the opportunities there are going to be as great as they 
ever have been. 

Senator SatronsTaLu. In other words, what we want to do is to 
have a comparatively small group of highly skilled Government offi- 
cials at the top who will have the knowledge to keep control of this 
thing, but get rid of some of the detail that the Government now does. 

General THurMAN. That is a way of stating it, yes, sir. 

Senator SatronstaLL. Thank you, Mr. Chairman. 

Senator THurmonp. The Senate is now in session and it is con- 
sidering a very important piece of legislation over there that involves 
more than half a billion dollars within a few years, and I feel that 
it is important for the Senators to be over there and hear some of 
the discussion. 

In view of that, we are going to ask the representatives from the 
General Accounting Office to come back Friday. 

At that time we will also invite Senator Smathers and Senator Hart 
to be here, too, if they wish to testify in person. I wish to thank you 
gentlemen for being present this morning and giving us the benefit of 
your testimony. 

(Whereupon, at 11:35 a.m., the hearing was recessed, to reconvene 
at 10:30 a.m. Friday, July 24, 1959.) 
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FRIDAY, JULY 24, 1959 


U.S. Senate, 
Spectra, SUBCOMMITTEE OF THE 
CoMMITTEE ON ARMED SERVICES. 
Washington, D.C. 

The subcommittee (composed of Senators Thurmond, Stennis, Er- 
vin, Cannon, Saltonstall, and Bush) met, pursuant to recess, at 10:35 
a.m., in room 212, Senate Office Building. 

Present: Senators Thurmond (presiding), Cannon, Saltonstall, 
and Bush. 

Also present: Messrs. Wingate, Darden, and Atkinson of the com- 
mittee staff. 

Senator THurmonp. The subcommittee will come to order. The 
first witness this morning is Mr. J. E. Welch, Deputy General Coun- 
sel of the General Accounting Office. He is accompanied by Mr. M. 
E. Miller, attorney in the Office of the General Counsel; Mr. Charles 
M. Bailey, Associate Director of the Defense Accounting and Audit- 
ing Division, and Mr. Ralph M. Kee, supervisory accountant, Defense 
Accounting and Auditing Division. 

Mr. Welch, we shall be glad to have you proceed with your 
statement. 


STATEMENT OF J. EDWARD WELCH, DEPUTY GENERAL COUNSEL, 
U.S. GENERAL ACCOUNTING OFFICE; ACCOMPANIED BY CHARLES 
M. BAILEY, ASSOCIATE DIRECTOR, DEFENSE ACCOUNTING AND 
AUDITING DIVISION; RALPH M. KEE, SUPERVISORY ACCOUNT- 
ANT; AND MELVIN E. MILLER, ATTORNEY, OFFICE OF THE GEN. 
ERAL COUNSEL, GAO 


Mr. Wetcnu. Mr. Chairman, I am J. E. Welch, Deputy General 
Counsel of GAO. I have with me Mr. Charles M. Bailey, Associate 
Director of our Defense Accounting and Auditing Division, and Mr. 
Melvin E. Miller, attorney, Office of the General Counsel. 

Senator THurMonp. You work under Mr. Campbell, don’t you? 

Mr. Weicu. That’s correct. Mr. Campbell, the Comptroller Gen- 
eral, is the head of our office, the GAO. 

Senator THurmonp. I want to commend Mr. Campbell and his 
staff for the magnificent job they have been doing in so many dif- 
ferent ways. Their work has brought information and enlighten- 
ment to the Congress and to the public. I think it has been whole- 
some and very helpful to our Government to have a man like Mr. 
Campbell in charge of this department. 
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I am pleased to have you here as a representative of him and his 
staff. 

Mr. Wetcu. Thank you very much, Mr. Chairman. I will certainly 
be glad to convey those kind remarks to Mr. Campbell. 

We appreciate the opportunity to appear before this subcommittee 
and express our views on S. 500, S. 1383, and S. 1875. 

The provisions of this bill are advanced as methods by which lead- 
time may be reduced in the development and production of advanced 
weapons and other equipment or facilities vital to our national de- 
fense, with a secondary objective of facilitating economies and effi- 
ciency by amending or repealing certain requirements in existing 
law with respect to formal advertising for bids. 

We would like to emphasize that we in the General Accountin 
Office do not profess to any expert knowledge with respect to the 
relative position of the United States among other world powers in 
ioaeaet weapons or scientific and see icemeiota 

We therefore express no opinion as to whether legislation, in the 
form of amendments to existing procurement laws or otherwise, is 
necessary if this Nation is to retain, or attain, superiority in those 
areas. 

The efforts of the General Accounting Office are directed primarily 
toward assuring that the duties and responsibilities which have been 
imposed upon the administrative agencies by the Congress are car- 
ried out as efficiently and economically as possible. 

Consequently, our comments, both at the present and in our formal 
report on S. 500 to the committee, are intended to be directed pri- 
marily to the question of whether the various provisions of the bill 
may reasonably be expected to accomplish their objectives and the 
extent to which existing requirements of law and regulation, which 
are directed toward economical procurement and efficient manage- 
ment, may be adversely affected by enactment of the bill. 

With this in mind, we would like to address our comments first 
to those functions of the bill which are directed to accomplishment 
of its primary objective—the reduction of leadtime in the procure- 
ment of advanced weapons and other operational systems vital to 
the needs of national j 

Section 2(c) of the bill would declare it to be the sense of the 
Congress that the design, development, and production of advanced 
weapons and other operational systems vital to the needs of national 
defense must utilize the Nation’s scientific and industrial resources 
to the fullest practicable extent and be accomplished with the utmost 
~ ; 

This section also states a congressional policy that contracts for the 
design, development, and production of such advanced weapons and 
operational systems should stress maximum performance, reliability, 
expedited delivery, and economy, and should provide, where suitable, 
for increases or decreases in compensation based upon the con- 
tractor’s accomplishments in relation to such objectives. 

This statement of policy is predicated upon the assumption that 

resent law, and regulations issued thereunder, operate to preclude 
full utilization of the skills and ingenuity of private industry, and 
that such utilization can only be obtained by delegating greater 
authority and responsibility to make technical decisions to the con- 
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tractors and by providing incentives to contractors in the form of 
additional or reduced compensation to insure full application of their 
industrial skills in the performance of such contracts. 

Accomplishment of this objective is proposed primarily under the 
provisions of section 7, which would establish the concept of pro- 
curement on an “operational system” basis. 

Section 2389(d), as proposed by section 7 of the bill, would require 
the contracting agency, wherever practicable, to procure each opera- 
tional system from a single prime contractor. It would also author- 
ize the procuring agency, without limitation, to delegate authority 
to the contractor to determine and be responsible for design, develop- 
ment, and production of the operational system. 

It is our opinion that this provision would permit and encourage 
the military departments to transfer important portions of their 
basic management responsibilities to operational system contractors. 

This would reduce the Government’s ability to effectively control 
quality, timeliness, adaptation to military use, and operational capa- 
bility of products procured. 

It would also encourage the migration from government to in- 
dustry of engineering and scientific skills. This could result in a 
single contractor’s attaining so dominant a postion with respect to a 
vital weapon system, and the military department’s losing such con- 
trol, that it becomes almost completely dependent, as a practical 
matter, upon the contractor. Such divided responsibility in our 
opinion might eventually defeat the stated objectives of the bill. 

Additionally, the bill apparently would not seek to retain effective 
competition through the design, research, and development stages 
of an operational system. 

Once a single prime contractor was selected for design, develop- 
ment, and management of the entire system, the Government would 
look only to his ingenuity and technical capabilities for effective solu- 
tion of the problems involved and would lose the advantages of ideas 
and potential discoveries of competitiors if engaged in similar design 
and development activities. 

If competition is not retained through design and development 
stages, there is little likelihood of effective competition for subsequent 
production contracts. 

Concerns which would otherwise be contenders for an award of a 
production contract would usually not have acquired the know-how 
or familiarity with design and techniques to the extent of being ef- 
fective competition to the operational system contractor. 

We believe there is a real danger that the loss of effective com- 
petition throughout all stages of the procurement would not only 
result in higher costs to the Government but would have an adverse 
effect on leadtime and quality of the product or complement or prod- 
ucts within the system, both of which are objectives sought to be 
achieved by the bill. 

On this point it should be noted that section 2389(3) (2) of the bill 
seems to endorse competition as a desirable and effective method of 
subcontracting the work or property needed by the prime contractors. 

We are of the opinion that it is also desirable to maintain effective 
competition among prime contractors for the design, development, re- 
search, and production of any system or components thereof. 
































282 MILITARY PROCUREMENT 


In this connection, we believe consideration must also be given to the 
question of whether elimination of effective competition would not 
retard advances in the state of the art of the product involved, 

Under the bill, the procurement needs of the Department of Defenge 
would undoubtedly become more concentrated in contracts with rela. 
tively few prime contractors, leaving other sources of supply, who 
could contribute substantially to the advancement of the art, dependent 
upon such subcontracts for Government work as the prime contrae- 
tor saw fit to award. 

While section 2389(e) (2) embodies a requirement that the prime 
contractor “provide opportunity for such competition among persons 
interested in becoming subcontractors Sashes as is consistent with 
the efficient procurement of the property and services needed by the 
contractor,” control of the work would be retained by the prime con- 
tractor and could result in not subcontracting work to other suppliers 
who might thereby become strong competitors in the field. 

The prime contractor would be in a position to dominate the field 
where new weapons or techniques were involved, and such domination 
would not necessarily result in progress. In practice, progress could 
be hindered. 

In view thereof, it is our opinion that no substantial reduction in 
leadtime may be expected to result from enactment of this bill. 
While it is true that certain procedures must be followed in nego- 
tiating a contract, the time needed to comply with such requirements 
is insignificant when compared to the leadtime involved in designing, 
developing, and producing an operational weapon. 

It would therefore appear that the primary barrier to reducing 
leadtime lies in the administrative processes and regulations which 
are used by the military departments rather than in the provisions of 
the Armed Services Procurement Act which S. 500 proposes to amend. 

This points up the first factor which we believe to be of prime im- 
portance in evaluating the operational system provisions of S. 500— 
that reducing leadtime in any procurement is essentially an admin- 
istrative problem rather than a problem in procurement law. 

Before you buy you must decide what you want to buy, and any 
delays in reaching such decisions have little, if any, relationship to 
existing provisions of procurement law pertaining to the manner or 
method of awarding contracts. Only after the procuring agency has 
made a determination of what to buy do the provisions of the Armed 
Services Procurement Act have any significant ‘application. And 
once the actual procurement has been accomplished under that act 
delays in decisionmaking are also administrative problems rather than 
problems of procurement law. 

The second important factor in evaluating this bill, or any other 
proposal for weapon systems ae is whether the concept of 
weapon system procurement has been sufficiently tested, or sufficiently 
stabilized, to justify the present enactment of any additional legisla- 
tion which would indicate congressional approval of either the general 
concept of weapon system procurement, or of a specific met. nod by 
which such procurement should be accomplished. 

In our opinion it is too early to judge the relative merits of the 
various methods of weapon system procurement or the full effect 
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which any one, or all, of the methods used up to the present time might 
be expected to have on our national economy. 

Sufficient authority appears to exist at the present time to permit 
the military agencies wide latitude and flexibility in choice of pro- 
curement methods. 

Presumably any delays resulting from administrative processes 
which unnecessarily increase leadtime can be corrected without en- 
acting legislation which would operate as further congressional en- 
dorsement of either the weapon system concept of contracting in.all 
of its varied forms and procedures, or approval of a specific method 
of weapon system procurement. 

We are therefore unable to recommend enactment of section 7 of 


. 500. 

oo a further incentive to full utilization of the skills and knowl- 
edge of industry, section 2(c) of the bill states a preference for the 
use of incentive-type contracts in the procurement of advanced weap- 
ons and other operational systems, while section 5(b) would remove 
the present restrictions on the use of such contracts and section 9 
would amend the Renegotiation Act of 1951 to exempt incentive-type 
contracts, fixed price contracts, and contracts made after formal ad- 
vertising from the excessive profit recapture provisions of both that 
act and the Vinson-Trammel Act. 

We are generally of the opinion that the procuring agency should 
be given the greatest possible latitude in a negotiated procurement to 
choose the type of contract best suited to each individual procurement. 

Since a statement of congressional preference for a particular type 
of contract could well result in a tendency to use such contracts in 
procurements which might be more efficiently or economically ac- 
complished by the use of a different type contract, we would question 
the advisability of enacting that portion of section 2(c). 

We do not favor the enactment of section 9 of the proposed bill 
because we believe the reasons for legislation to provide protection 
to the Government against payment of excessive profits, such as is 
contained in the Renegotiation Act and the Vinson-Trammel Act, 
are still valid. 

Practices, which are ven legal sanction and encouragement by 
other provision of the bill, of placing fewer but larger contracts for 
complete operational systems, and the use of incentive-type contracts 
where target costs may be established before design of the item and 
production costs are stabilized, would appear to make renegotiation 
more necessary than ever. 

While we recognize that the exempted types of contracts as well 
as other contracts are designed to sesials “excessive profits,” we find 
mmany cases, unfortunately, that they do not do so. 

In negotiating contracts prices are often established without ade- 
quate consideration of current or prior production cost information 
relating to the same or similar items. 

This sometimes results in unwarranted cost to the Government and 
excessive profit to the contractor. A schedule of our reports to Con- 
a in 1957 and 1958 disclosing unreasonable prices paid by the 

vernment because of lack of adequate consideration of available 
cost data was submitted to your committee with our formal report on 


434525919 





284 MILITARY PROCUREMENT 


S. 500, and additional cases of the same nature have been reported 
to the Congress since that time. 

The remaining provisions of S. 500 appear to be directed primarily 
toward accomplishment of the bill’s secondary objective—the fagijj. 
tation of economies and efficiencies in military procurements by 
amending or repealing certain requirements in existing law with x. 
spect to formal advertising for bids. 

Section 3 of the bill would establish the concept of “competitive 
negotiation” (which is defined in sec. 4(d) as the solicitation of pro- 
posals from two or more sources), and would permit the use of this 
method as an unconditional alternative to formal advertising to ac. 
complish any or all procurements under chapter 137, title 10, United 
State Code. In effect, these provisions would permit an agency to 
procure all of its needs after negotiation with no more than two 
suppliers so long as the procuring officials determined that this method 
of procurement provided such competition as is consistent. with the 
needs of the agency, the character of the products or services being 
procured, and the commercial or industrial environment of such prod- 
ucts or services, as set out in the policy statement contained in section 
2(b) of the bill. 

While it may be that this is the accepted method of procurement in 
private industry and business, it is our opinion that the principle of 
equal opportunity to supply the needs of our Government is consistent 
with the Nation’s free enterprise economy ; that full and free compe- 
tition is important to economical procurement by the Government; and 
that exceptions to these principles, in the form of authority to nego- 
tiate contracts with only limited competition, should be granted only 
where it is impracticable or against the public interest to submit the 
needs of the Government to all qualified suppliers by formal adver- 
tising for bids. 

It is our further opinion that the only way to be certain supplies 
or services are being offered at truly competitive prices is to obtain 
full and free competition, and that supplies and services which are 
susceptible of procurement by formal advertising will, overall, be ob- 
tained at substantially lower prices on that basis. 

Whether the time has now arrived for a departure from the prin- 
ciples of full and free competition and equal opportunity to compete 
for Government business would appear to be a policy question forthe 
Congress to decide. 

However, for the above reasons we are unable to recommed favorable 
consideration of the unrestricted authorization to contract by compe- 
titive negotiation in lieu of formal advertising which is contained in 
section 3 of the bill. 

Our formal report on this bill pointed out several other provisions 
which we ionitee questionable. We will be glad to discuss these 
matters further if you so desire. 

We are convinced that enactment of the provisions of this bill 
may be expected to result in a diminution of effective competition, a 
gradual concentration of orders for our defense needs in a relatively 
few number of contractors, and increased costs to the Government 
resulting from a weakening of control over quality, prices and profits. 
We do not believe that legislation embracing the concepts set out 
in this bill would necessarily result in shorter leadtime in the develop- 
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ment and production of weapons than is possible under existing law, 
or in increased efficiency and economies in the normal procurement 
rocesses of our military agencies. 
We are therefore unable to recommend favorable consideration of 
| the bill. 
Senator THurmMonpD. That is S. 500? 
Mr. WetcuH. Yes, sir. . 
Senator THuRMOND. Would you want to go ahead and just finish 
our statement with regard to the other bills? 
Mr. Wetcu. All right. 
Senator ‘THuRMOND. If that is agreeable with the subcommittee, 
and then we can propound questions as to all three. 
Mr. Wevcu. All right. 
| S. 1383 


The provisions of S. 1383 are intended to require greater use of 
formal advertising and competitive bidding in the procurement of 
supplies and services by the military departments. | 

Under existing law these departments are required to procure by 
formal advertising unless the procurement is within a type or class 

| designated as one of the 17 exceptions to formal advertising in sub- 
sections (1) through (17) of section 2304(a), title 10, United States 
Code, which formerly was the Armed Services Procurement Act. 

The most recent figures available to the General Accounting 
Office were obtained from a publication entitled “Military Prime Con- 
tract Awards to Small Business and Other Contractors, July 1958 
through March 1959,” which was issued by the Office of the Secre- 
tary of Defense. 

This publication indicates that only 4.9 percent of the procurement 
actions by the military departments, representing 21.1 percent of the 
money obligated by such actions, were accomplished by formal 
advertising. 

| All other military procurement actions were accomplished with 
| either limited competition, or no competition, by negotiation under 
one of the 17 exceptions listed in section 2304(a). 

S. 1383 seeks a more equal distribution in the use of these procure- 
ment methods. To accomplish this purpose, the bill would require the 
Secretary of Defense to issue regulations which would make effective 
provision for the use of competitive bidding to the maximum extent 
that such procedure could be used and the congressional policy of 
awarding a fair share of. contracts to small-business concerns could 
still be effectuated. 

The bill would also require such regulations to contain a detailed 
statement of the standards by which the applicability of each of the 
Iv exceptions to formal advertising would be determined, and to 
provide for uniform practices by all of the Armed Forces in applying 
both the requirement for formal advertising and the exceptions to 
such requirement. Additionally, the bill would require affirmative 
determinations in all cases where a contract is negotiated under one 
of the 17 exceptions to formal advertising and where a contract. is 
hegotiated because it is impracticable to obtain competition or be- 
cause the bids received as a result of formal advertising are con- 
sidered unreasonable or collusive, the bill would require the procuring 
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agency to report such procurements to the Attorney General fop 
investigation. 

As I stated with respect to S. 500, the General Accounting Offics 
has consistently taken the position that the use of competitive bid 
under formal advertising procedures offers the best assurance 9 
affording a fair and equal opportunity to we the needs of our 
Government and of obtaining fair and reasonable prices. 

While we recognize that negotiation is both necessary and desirable 
under certain circumstances, we are in agreement with the conce 
as set out in this bill, that effective provision should be made to re. 
quire procuring agencies to use competitive bidding to the’ greatest 
practicable extent. 

Our formal report to the committee pointed out that we have no 
information with respect to the impact which the reporting require. 
ments in this bill might have upon the various departments, We 
therefore made no recommendation on those provisions. Additional] 
we suggested several amendments which we will discuss further if 
the subcommittee so desires. lhe 

. 187 


The purposes to be accomplished by S. 1875 are adequately de- 
scribed in the policy statements contained in section 2 of the bill 
Thus, subsection 2(a) would state a policy of maximum competition 
in all procurements under chapter 137 of title 10 of the United States 
Code and, by means of a further statement in implementation of 
such policy, would require competitive procedures to be incorporated 
into the negotiation of contracts to the greatest extent practicable 
wherever the use of negotiation, instead of formal advertising for 
bids, is determined to be in the national interest. 

Additionally, subsection 2(b) would state a congressional policy 
that agencies shall purchase products and services which will most 
economically and efficiently satisfy their needs. 

We believe the objectives are desirable and necessary to economical 
procurement and we therefore endorse them. 

In addition to the above, however, subsection 2(c) would state a 
further congressional policy that (1) a fair proportion of the pur- 
chases by the military departments, under chapter 137 of title 10 be 
placed with small business concerns, (2) a fair proportion of such 
purchases be placed with concerns in areas of substantial labor surplus 
and, (3) the procuring agency shall consider allocating purchases 
to different geographic areas of the nation and to eligible suppliers 
from whom relatively smaller proportions of procurement have been 
purchased. 

These programs would be justified by the declaration in subsection 
2(c) that defense procurements have a meaningful effect upon the 
national economy, and the security of the Nation requires that both 
the national economy, as well as the economy of each section of the 
country, be maintained at a level which can support its defens 
programs. 

Implementation of any or all of the programs listed in section 2 (:) 
would, we assume, be accomplished by restricting competition un 
particular procurements to those suppliers who are able to meet the 
criteria set out for each program. 
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Generally, it is our opinion that when limitations such as these are 
imposed upon competition efficient contract administration tends to 
become confused, more difficult, and more costly. 

The prime question to be determined in evaluating legislation of 
this nature would therefore appear to be whether the increased pro- 
curement costs would be more than offset by any benefits to the 
national economy or national defense which might reasonably be 
expected to result from enactment. 

e have no information with respect to either the extent to which 
rocurement costs may be increased if section 2(c) is enacted, the 
extent of the need of individual suppliers or suppliers in particular 

graphic areas for the preferences which would be granted, or the 
Fenefte, if any, which would accrue to the Nation as a whole. 

We therefore make no recommendation with respect to enactment 
of subsection 2(c). However in the event the subcommittee is in- 
clined to favorable consideration of this portion of the bill, our 
formal report on S. 1875 points out several matters which may well 
require clarification. 

These matters are fully explained in our report, however we will be 
glad to discuss them further if the subcommittee so desires. 

We are general in favor of the amendment to 10 U.S.C. 2304(a) 
proposed by section 3 of the bill, which would require the use of 
competitive negotiation to the greatest extent practicable wherever 
negotiation is used in lieu of formal advertising. 

e latest military procurement figures available to the General 
Accounting Office cover the period July 1, 1958, through March 
31, 1959. 

These figures show that an estimated 73,070 procurement actions 
were negotiated without competition during this period. 

While this number represents only 1.7 percent of the total procure- 
ment actions, excluding intragovernmental procurement and modi- 
fications pursuant to existing contracts, it accounts for approximately 
$5.5 billion, or 51.2 percent of the procurement dollars obligated. We 
believe the dollar volume of these noncompetitive procurements is 
indicative of a need for legislation which will require competitive 
negotiation to the greatest extent practicable. 

With this in mind, we would like to call particular attention to 
the fact that section 2305(b) (1) as proposed by section 4(d) of the 
bill, would only require the solicitation of proposals from “two or 
more” sources wherever the use of competitive negotiation is required. 

This provision operates to establish only the minimum amount of 
competition. Since the same minimum amount of competition is im- 
plicit in the term “competitive negotiation,” there would appear to 
be a lack of emphasis in this section on the importance of broad com- 
oa a we believe in inconsistent with the intent and purpose 
of the bill. 

Our report on this bill therefore suggested that the words “the 
greatest number of sources practicable” be substituted for the words 
“two or more sources.” 


Additionally, section 2305(b) (2) would provide that— 
After receipt and review of proposals such oral or written discussions shall be 


conducted as may be necessary to resolve any uncertainties relating to the 
purchase, including the price to be paid, provided that all offerors with whom 
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such discussions are conducted shall be afforded equal opportunity to revise 
their proposals. 

The language of this subsection suggests a negotiation process jy 
which the procuring agency might forgo availing itself of the aq. 
vantages of broad competition and the benefits of more favorable 
prices which might be achieved by the process of bargaining, 

In this connection it should be noted that paragraph 3-805 (b) of 
the Armed Services Procurement Regulation presently permits 
awards based on the initial proposals, without oral or written dis. 
cussion, if the contracting officer is satisfied the lowest proposal js 
fair and reasonably priced. , 

We believe that, to receive the full benefits of the negotiation proc- 
ess, negotiations should be conducted with all offerors who have sub. 
mitted proposals which are technically acceptable and within q 
competitive price range. 

We also believe that, if discussion with those in a competitive price 
range indicates that the invitation for proposals was misleading or 
so unclear as to cause wide differences in interpretations, all offerors 
should be furnished clarification and be given an opportunity to 
revise their proposals. 

The proposed subsection (2) requires only that opportunity to 
revise proposals be given to those wth whom discussions were con- 
ducted. We have therefore recommended that subsection 2305(b) 
(2) be amended to require that negotiations be conducted with all 
offerors who have submitted technically acceptable proposals at rea- 
sonable prices, and to provide that all offerors shall be afforded 
equal opportunity to revise their proposals where the request for 
proposals was unclear or misleading. 

We make these recommendations in the belief that only when 
requirements as to quality, general design, performance, and delivery 
are fully understood by all parties, and negotiations are then con- 
ducted on the basis of such understanding, can potential suppliers be 
expected to receive equitable treatment and the Government expect 
negotiated prices to become sufficiently competitive to assure receipt 
of the most favorable terms. 

Our formal report on S. 1875 suggested several other amendments 
to this bill which we will be glad to discuss further in the event they 
have given rise to any questions. 

Mr. Chairman, this concludes my statement on S. 500, S. 1383, and 
S. 1875. 

We will be glad to answer any questions you or the members of the 
subcommittee may care to ask. 

Senator Tuurmonp. Mr. Welch, in your report. on S. 500 you have 
indicated section 4(f), which would authorize both formal adver- 
tising and competitive negotiations to be conducted in order with 
the regulations prescribed by the Secretary of Defense, and I believe 
these are your words: 

Could be used to legalize many practices and transactions which are presently 
considered improper. 

My question is since the Secretary of Defense already _has pre 
scribed regulations governing procurement by the Armed Forces it 
compliance with section 2202 of title 10 of the United States Code, 
would you tell us why you anticipate that the new authority for 


: a . 3} 
regulations proposed by 8. 500 might have unfortunate consequences: 
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Mr. Wetcu. Mr. Chairman, the very fact that the Secretary of 
Defense already has authority to issue regulations governing pro- 
curement procedures raises a question in our minds as to whether 
and for what purpose should this authority be reauthorized by an 
amendment such as proposed by S. 500? 

It must have some additional purpose, and I think that purpose 
is to be found in the explanatory remarks at the time S. 500 was 
introduced. 

It was stated then that this authority to issue regulations was in- 
tended to enable the Secretary of Defense to preclude other agencies 
from defining procurement procedures. We think that there are 
certain other agencies who have a legitimate function in procurement 
procedures. - niga 

One of them we think is ours. Another is GSA General Services 
Administration has the statutory authority to issue uniform procure- 
ment procedures, regulations. Also the Small Business Administra- 
tion has a legitimate function in procurement. 

Now our concern regarding this new provision for regulations is 
that with the legislative background showing that it was intended 
to have this effect, it may be that it could be used to have that effect. 

Senator THurMoND. In other words, you feel that some of their 
present practices and transactions are improper, and that if the bill 
is passed, the effect of this bill would be to legalize certain practices 
and transactions, as I understand it. 

Mr. Wetcu. I didn’t go so far as to say that I think some of their 
present practices 

Senator TxHurmonp. Don’t hesitate now to give us your frank 
opinion, because we are trying to probe here, to investigate and to 
study and get all the information we can as to the strengths and 
weaknesses of all of these bills. It is possible we will conclude that 
there is nothing that needs to be done. It is possible we might pick 
out one of these bills as being the one that we ought to adopt. It is 
possible that we will not adopt any of them. 

It is possible the subcommittee may determine that none of them 
remedy the present defects and we need just to write a new bill. I 
don’t know just what we are going to do. But I wanted you just 
to give us your frank opinion, because only in that way can you be 
helpful to our subcommittee. 

Mr. Wevcu. Yes, sir. 

I was saying that I didn’t mean to imply that certain practices of 
the Department of Defense are now improper. That may or may not 
becorrect. What I did intend to say is that I think that the authority 
to make regulations which could enable disregarding the various ad- 
ministrative laws, regulations, decisions which have been built up 
over the years could result in practices that we would think would be 
undesirable if not improper. 

Senator TuHurmonp. But you would anticipate that the new au- 
thority for regulations proposed by S. 500 might have unfortunate 
consequences ? 

Mr. Weicn. Yes, and our apprehension is based upon the fact that 
this new authority is stated as having the intended purpose to enable 
the Secretary of Defense to disregard prior regulations and decisions 
of other agencies which do have a legitimate function in defense 
procurement on a governmentwide basis. 
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Senator THurmonp. In your report on S. 500 you reference a ligt 
of GAO audit reports in 1957 and 1958 that disclosed unreasonable 
prices paid by the Government because of a lack of adequate consider. 
ation of available cost data. 

Would you tell us whether these reports revealed deficiencieg jp 
prochrenqnt law or whether they resulted from inadequate manage. 
ment ¢ 

Mr. We cu. I believe our audit representative, Mr. Bailey, could 
better answer that. 

Mr. Battery. Mr. Chairman, these reports that you refer to cover. 
ing general pricing deficiencies have resulted mainly from an inade 
quate evaluation and analysis of the contractor’s price proposals or 
the failure to obtain current cost information and to use this infor. 
mation in the negotiation process. Because of this we would say that 
this is primarily the result of an administrative or procedural de- 
ficiency rather than a result of deficiency in procurement law. 

Senator THurmonp. Your answer to it then is the result obtained 
was more from the lack of proper management than it was from the 
deficiencies inthe law? Is that correct ? 

Mr. Battery. Yes, sir. 

Senator THurmonp. Have you made any recommendations to the 
Defense Department ? 

Mr. Batuey. Yes, sir. 

Senator Tuurmonp. With regard to improving their managerial 
procedures ? 

Mr. Batter. Yes, sir. Our summary reports, both to the Air 
Force and to the Navy 

Senator THurmonp. Have you checked or supervised or inves- 
tigated to determine whether they have adopted your recommenda- 
tions? 

Mr. Battery. Many of the results won’t be seen for a while. 

We plan to follow up and tosee. We have been advised by Defense 
that some of our recommendations have been adopted. 

Senator THurmonp. Will they give you a report as to why the 
rest of them are not adopted if they do not see fit to adopt them! 

Mr. Battery. Yes, they generally will give us reasons as to why 
they feel these would not be practicable. 

enator THurMonp. Now, Mr. Welch, on the next bill, $.1383, I 
believe this bill would require the Secretary of Defense to prescribe 
regulations containing a detailed statement of the standards by which 
the applicability of each of 17 exceptions to formal advertising would 
be determined. 

Mr. Wetcu. That is correct. 

Senator Tuurmonp. Possibly you heard Secretary McGuire state 
his opinion that such regulations could not result in more competition 
than now exists. Would you care to comment on whether you think 
such regulations could increase competition ? 

Mr. Wetcn. Mr. Chairman, we do think that such regulations 
could and probably would increase competition. The regulations ob- 
viously under the intended purpose of the bill would impose restric- 
tions and limitations on the right to negotiate, the right to use these 
17 exceptions. Since the only other method of procurement other 
than negotiation is by formal advertising, it follows it seems to me 
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that if you reduce the right to use of negotiation, the right to negoti- 
ate and the use of negotiation authority, you are going to have more 
formal advertising and we believe that under formal advertising you 
are much more apt to get true competition. 

Therefore we think that regulations restricting the negotiation 

rocess would result in more competition. 

Senator THuRMOND. You more or less advocate as much formal 
advertising as possible as I understand it? 

Mr. Wetcu. As reasonably practicable; yes, sir. 

Senator TuurmMonp. And you do not feel that that would hamper 
cutting leadtime and going forward with these various projects that 
should be undertaken and expedited as fast as possible ? 

Mr. Wetcu. It very likely would take somewhat longer to formally 
advertise than to negotiate, and we don’t advocate that advertising 
should be used with respect to procurement of defense weapons 
where leadtime is important. If it is not important, then we think 
formal advertising should be used. 

Senator THurmonp. Where leadtime is important you think it is 
proper to use negotiation ? 

. WELCH. Yes, sir. 

Senator THurmonp. Where it is not important you recommend 
formal advertising ? 

Mr. Wetcu. Yes, sir. 

Senator TuHurmonp. Is that the essence of your conclusion ? 

Mr. Wetcu. Yes, and we believe, in fact, I think we know, that 
there are a great many procurements made by the military depart- 
ments which do not require any expedited delivery, and therefore it 
would not be to their disadvantage to take a little extra time to 
formally advertise. But if it is necessary to cut down on leadtime, 
the present law, 1 of the 17 exceptions that was mentioned, au- 
thorizes negotiation now without any amendment to the act. 

It provides—I think exception No. 2 expressly provides for negotia- 
tion where the public exigency will not permit of the time necessary 
to advertise. 

I might add, according to the figures that we have, there were 4 
million contracts entered into by the military departments for the 
first three quarters of the fiscal year 1959, that is from July 1, 1958, 
through March 31, 1959, which were negotiated, 4 million contracts 
during those three quarters of the year which were negotiated. 

It is inconceivable to us that some of those negotiated contracts 
could not have been formally advertised. 

Senator TuHurmonp. What was that figure? 

Mr. Wetcu. Four million. 

Senator SatronstaLu. Four million contracts or dollars? 

Mr. Wetcu. Procurement actions, procurement contracts. 

Senator TuHurmonp. Four million different contracts? Now, the 
regulations contemplated by S. 1383 also would require uniform 
practices by the Armed Forces in the applicability of each of the 17 
«gn to the formal advertising. t lieve you agree with that. 

r. Wetcu. Yes, sir. 

Senator Tuurmonp. That it would do that. Has the General Ac- 
counting Office had any experience that would indicate undesirable 
lack of uniformity by the Armed Forces in connection with the nego- 
tiation of contracts? 
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Mr. Wetcu. I would like to refer that to Mr. Bailey, also, sir, 

Mr. Battery. Mr. Chairman, our examinations have not developed 
any evidence of undesirable lack of uniformity in the application of 
the 17 exceptions by the military services, and by this I don’t mean to 
say that the services are necessarily uniform in their application of 
any particular subsection under a given set of facts and circumstances, 

We have not in our reviews undertaken on overall comparison of the 
administrative determinations that have been made under conditions 
justifying exceptions to the requirement for advertising and the use 
of the authority to negotiate. 

Senator THurmonp. Your report recommends against enactment of 
section 7 of S. 500, the section giving you the operational systems 
The Department of Defense has requested modifications of this section, 

Secretary McGuire indicated that if the modifications were ae 
cepted there would be no substantial difference in the procedures that 
are followed today in connection with the procurement of weapon 
systems. 

I want to ask you, do you foresee any reason to legislate a modified 
version of section 7 if such modified section produced no change? 

Mr. Wetcu. We don’t see any reason for additional legislation if 
no changes are necessary, and we do agree with Assistant Secretary 
McGuire that they have sufficient flexibility under the present law 
to contract on the various forms of weapon system basis. General 
Thurman testified the other day, I believe, the concept of weapon 
system procurement is still evolving, so that we would feel that it 
would probably be preferable not to enact any additional legislation 
since this process can take place under present law. 

Senator Tuurmonp. The procedures now followed are virtually 
what S. 500 would provide if it were enacted ? 

Mr. Wetcu. No, sir. 

Senator THurmonp. I mean, is that what you mean to say ? 

Mr. We cu. S. 500 if enacted would stress the prime contractor 
weapon system concept, which is just one facet of the system. There 
are other methods of weapon system contracting. And under the 
present law all of these methods can be used. 

Senator THurmonp. If S. 500 were enacted as recommended by the 
Department of Defense recommendations for revision, then it would 
be equivalent to the procedures now being followed by the Depatt- 
ment of Defense. 

Mr. Wetcu. That is the way it appears to us, and since it would do 
nothing more than authorize present procedures we don’t see any 
point in making any change. 

Senator THurmonp. So you recommend enactment against S. 500! 

Mr. We cn. Yes, sir. 

Senator THurmonp. Now as to S. 1383, did you make a formal 
recommendation on that? 

Mr. Wetcu. We stated that we were in agreement with certain 
purposes of the bill, but because we are unable to ascertain or know 
the impact that the reporting provisions of that bill would have on 
the administrative offices such as the Department of Justice, to whom 
certain reports would have to be made, we did not recommend for the 
bill or against the bill. 
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Senator THuRMoND. In other words, you feel that S. 13883 contains 
desirable features ¢ 

Mr. Wetcu. Yes, sir. 

Senator TuHurmonp. But it raises certain other implications that 
cause you to conclude maybe that you should not make a formal 
recommendation. 

Mr. Wetcu. Not on the bill as drafted, yes. 

Senator THurMonp. It that about the essence of your statement? 

Mr. Wetcu. Yes, sir. 

Senator TuurmMonpb. Now as to S. 1875, what is your formal recom- 
mendation on it ? 

Mr. Wetcu. We feel somewhat the same way about S. 1875. It 
has desirable features too in our view, but we stated that inasmuch 
as the question as to whether or not certain geographical areas should 
be given more contracts, and whether or not distress labor areas should 
be given a special advantage and small business should be given a 
special advantage, since these are questions of policy for the Congress 
to decide, we did not recommend for the bill. However, we indicated 
that we were in agreement with certain purposes of the bill. 

Senator THurMoND. So far as the Government is concerned, the 
best deal for the taxpayers would be to procure from the lowest reli- 
able bidder rather than granting contracts to labor surplus areas or 
considering different geographical areas, would it not ? 

Mr. Wetcu. Yes, sir. As far as the individual procurement is 
concerned, that is correct. But from an overall standpoint whether 
it would be more to the interests of the Government to favor certain 
areas or certain groups or certain types of interests 

Senator THurMOND. How could it be to the interests of the Govern- 
ment to favor any certain groups if it costs more? 

Mr. Weicu. Well, the reasons advanced are that it would, by 
spreading contracts into areas that have not in the past received a 
fair proportion of Government contracts, would enable the spreading 
of the mobilization base, disperse our industries so they would not 
all be concentrated in one area. 

That is advanced as a reason. Also it is stated that the overall 
economic condition of our country is an important matter to the 
Government, a matter of great interest, and for that reason it could 
be determined to be in the interests of the Government to favor these 
particular programs. 

Senator THurMonp. So far as the dollars and cents are concerned 
though, of course, the lowest bidder would appear to be the most 
advantageous from a financial standpoint to the Government, would 
it not ? 

Mr. Wetcu. Yes, sir. j 

Senator THurmonp. Now speaking about dispersal, has the GAO 
considered that question, and has it made any recommendation to 
the Defense Department with regard to having our defense industries 
dispersed throughout different geographical areas of the Nation so 
that if one section of the Nation should be destroyed, there would 
be other sections that could carry on and retaliate against the enemy ? 

Mr. Battery. Mr. Chairman, I know of no instance wherein our 
reports to the Congress 
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Senator TuHurmonp. You made no study or recommendations op 
that, along that line? 

Mr. Batter. Not from that standpoint, sir. 

Senator THurmonp. Senator Saltonstall ? 

Senator Satronstaty. Thank you, Mr. Chairman. 

Mr. Welch, S. 500, which you say you believe should not be enacted 
was filed by me after a year and a half of study with the Defense 
Department and representatives of industries that have a lot to do 
with providing our military procurement. Now certainly S. 500, ag 
the chairman of this committee has stated—and I agree with him 
100 percent—is not finalized and should be amended where it can be 
properly improved. 

What disturbs me is that you say that you recommend against its 
enactment when it is my understanding that 85 percent of the mone 
and 90 percent of our contracts for procurement are now negotiated, 

Negotiation is carried on under the Armed Services Procurement 
Act of 1947 only if it comes within 1 or some of the 17 exceptions, 
so that the Department of Defense is put to it to carry on 90 percent 
of its contracts by having them come within 17 exceptions. 

As I see it, what we want to do if we possibly can is to legalize, to 
put into legislative form, and have congressional guidelines if you 
will, as to what the Department of Defense now does without guide- 
lines. I think you will agree with me that we want to cut down our 
leadtime. We want to make our procurement more efficient. This 
bill came as a result of hearings, long hearings under Senator Sym- 
ington’s committee, and then under Senator Johnson’s committee, 
I sat on both those committees, and I think we were all agreed that we 
should try to do what we could to cut down leadtime and to make 
our procurement more efficient and at the same time preserve com- 
petition and not give business to a few concerns. 

What I thought you said here in answer to a question of the chair- 
man, is that under the regulations of the Department of Defense, 
some present practices are illegal, and that S. 500 would legalize them. 
Now if they are illegal at the present time because Congress has no 
legislation covering them, what we want to do is to legislate about 
them. What we want to do is to legalize what is right and make 
clearly illegal through congressional expression of intent what we be- 
lieve should not be done. 

Now that you will agree with, will you not? First, let me ask 
you this: Are present practices in your opinion illegal ? 

Mr. Wetcu. No. sir; I did not intend to imply that I thought they 
were, generally speaking. Our position is that the 17 exceptions— 

Senator TuHurmonp. Excuse me right there. I believe the ques 
tion, the verbiage that was used was “could be used to legalize many 
practices and transactions which are presently considered improper.” 

Senator Satronsraty. Improper, he said. 

Senator THurmonp. I don’t believe he said they were illegal. 

Senator Sauronsratu. I would withdraw that word. “Improper,” 
put it that way. 

Mr. We cn. I said that that could only happen if this provision 
for regulations, issuance of regulations by Defense were enacted on 
the basis of this legislative background showing that that authority 
was intended to permit the Secretary to preclude other agencies who 





the 
bul 


hov 
heg 


\ 
sug 
the 
it, | 
if 
heg 
to. 


hay 
it? 





§ on 


cted, 


© do 
0, as 
ii 


im 
in be 
st its 
one 
ated, 
ment 


ons, 
reent 


ze, to 


uide- 
2 Our 
This 


Sym- 
ittee, 
at we 
make 
com- 


i 
ense, 
hem. 
aS NO 
rbout 
make 
7 be- 


5 ask 
they 


ques- 
man: 


per,” 
rision 
xd on 
ority 








MILITARY PROCUREMENT 295 


nevertheless might have a legitimate function in procurement from 

having any part in the procurement processes of the military 
ents. 

" ator SaLTonsTaLL. What are those? 

Mr. Weicu. I mentioned our office, the General Accounting Office, 
the General Services Administration, Small Business Administration. 

Senator Sauronsrauu. If those are necessary and are now SP 
conducted in what is considered to be an Eres way, certainly i 
we can legalize them, we should legalize what practices we believe 
are arent | for the best procurement, and give congressional intent 
toit. It will improve the present situation, will it not? 

Mr. Wetcu. Senator, I didn’t say they are now being conducted 
inan improper way. I said that these regulations might enable that 
to come about. 

Senator Satronstau. There is one statement there. Let me quote 
from our committee print. It is signed by the Comptroller General, 
Joseph Campbell. On page 10 of our committee print I quote: 

It would appear therefore, that section 4(f) is intended to authorize the issu- 
ance of such regulations governing formal advertising as the Secretary of 
Defense may consider appropriate, and could be used to legalize many practices 
and transactions which are presently considered improper. 

Mr. Wetcu. Yes, sir. It has not been done yet. We say this might 
be the result if S. 500 containing this provision with the legislative 

und that it would have, that that could bring about that 
result, But it has not been done yet. 

Senator SaronsTau.. As I see it, what we want to do is by passing 
a law decide what is proper and what is not proper, and be more 
concrete regarding the regulations that are now built up. 

Now the methods of procurement and the weapon systems have 

considerably since 1947 and that, it seems to me, is why new 
legislation would be helpful. 
ou mentioned formal advertising and leadtime. As I see it, lead- 
time is just one of the questions involved. 

Another question that is involved is the efficacy of the weapon, as 
well as the speed with which it can be procured. Now it was brought 
out.by the Department of Defense—Mr. McGuire, I guess it was—that 
there can be advertising of known products and they do advertise 
when a product is a known product. But where you are going to 
build, we will say, a Polaris missile, or where you are going to build 
amissile to go into space—where you are going to build a Minuteman, 
how are you going to get that done except through competitive 
negotiation ? 

Mr. Weicu. Senator Saltonstall, we don’t advocate—or we don’t 
suggest that they should advertise for a procurement such as that. 

nator SaLTONSTALL. But that is the big volume of procurement— 
the necessary procurement today. What this bill tries to do, as I see 
it, and certainly it is its intention and it certainly can be improved 
if it doesn’t cover it, is to get just as broad a competition through 
magention among firms that are competent to do it as it is possible 
to do. 

Now do we want to legalize that or do we want to say every time 
to the Secretary of Defense here is one of 17 exceptions. Now we 
nave got to run down through those exceptions: does it come within 
It$ 
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When it , does come within it, then we will go ahead under DOp 
regulations with Congress left ‘completely out. 

The whole purpose is to bring Congress into this thing and to 
have Congress help, not hurt. I would like to ask you, How are you 
going to ‘formally advertise for the warhead of a Polaris misgile9 
Is that made throughout this country? Are there 10 different com. 
panies that can make that? How are you going to do it? 

Mr. Wetcu. We don’t take the position that such a procurement 
should be advertised. We say that if it is necessary to negotiate such 
a procurement, ample authority now exists in the Armed Services 
Procurement Act under the 17 exceptions to negotiate the 
procurement. 

Senator SatTonsTaAtu. I agree with that, too. It exists because the 
Department of Defense has found it necessary to go ahead and do it, 
And that to me is a negative approach. It is a negative approach 
because it comes within an exception. Now, I helped to draft that 
1947 law, and I know the problems we went through i in creating those 
17 exceptions. But as I say, times have changed enormously. ~ There 
were no missiles then; there were no space instruments; there were 
no B-58’s or B-70’s or any of those advanced instruments. Now, as 
I see it, we have got to bring our laws up to date. 

You say we have used this w eapon system procurement since 1950, 
How much longer do you think we ought to use it before we recognize 
it in the law? 

Mr. We cu. It is expressly recognized in the law now under the 
Defense Department Reorganization Act for research and develop- 
ment contracts. 

Senator Sauronstatyt. The Renegotiation Act? 

Mr. Wecu. Reorganization, and the weapon system concept is 
still evolving as General Thurman said the other day. They now 
have all the flexibility they need, which is just about complete flexi- 
bility I think under ‘the Armed Services Procurement Act. There- 
fore, our feeling is that an amendment to the act which would adyo- 

cate ‘just one feature of the weapon system, like the prime contractor, 
single prime contractor system 

Senator SatronsTaLL. But we cover small business in this bill too. 
We try to. 

Mr. Wetcu. Yes, sir. 

Senator SatronstTaLut. Competitive opportunity for small business? 

Mr. Wetcu. That’s right. 

Senator SartonstaLu. We run right down through. Now let me 
ask you 

Senator THurmonp. Had you finished your answer ? 

Mr. Wetcn, Yes, sir. 

Senator Tuurmonp. I thought you were attempting to answer 
what he had asked. Complete your answer. 

Mr. Wexcu. We don’t see what purpose would be accomplished by 
amending the law if the Defense Department now has sufficient au- 
thority to make its procurements in the manner that it feels proper. 








Senator SatronstaLu. Mr. Welch, you are an agency of Congress, 


aren’t you ? 
Mr. WetcH. 'Yes, sir. 
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Senator Sauronsraty. As an agency of Congress you certainly be- 
lieve that Congress should exercise its responsibility as opposed to 
the executive aapartant, don’t you? 

Mr. Wevcu. I agree with that, sir. 

Senator SauronstaLL. You have helped my office a great many 
times, and I think you personally have. What we want to do as I 
see it is to have Congress enact more legislation over these new pro- 
curement systems, over this w eapon sy stem. Call it “operational 
system” ; call it ow eapon system”: that is a question of name. “Oper- 
ational sy stem” in my opinion is probably better than ““weapon system” 
because that includes space research systems. But if we are going to 
do that, and this system has been going ahead since 1950 under excep- 
tions, why isn’t it time now, 9 years “Tate er, to try to shake it down 
into congressional action? That is all we are trying to do as I see 
it by this act. You answer that question if you w ant. 

Mr. Bary. Might I add just a little to this discussion that might 
behelpful. In our report on S. 500 we oppose the enactment of section 
7 which covers the weapons system procurement from a single prime 
contractor. It in effect requires that the procurement be made from 
asingle prime contractor whenever practicable. 

Senator SALTONSTALL. From the what prime contractor 4 

Mr. Battey. A single prime contractor, whenever practicable. 
This is the reason that we expressed opposition to the enactment of 
section 7. We do not oppose the use of weapon system contracting 
under appropriate circumstances. However, we do not feel that 
the present procedures have sufficiently stabilized. There are many 
varieties of weapon systems procurement. 

Senator StaronsTaLy. Certainly. 

Mr. Batter. And we do not feel that the procedures have sufficiently 
stabilized to warrant or to require the expression by Congress at this 
time of a particular type of weapon system procurement. 

Senator Sarronsrau. I certainly don’t think we try to prescribe 
a particular type of weapon system here as I see it. Now the Air 
Force under General Schriever out on the Pacific coast carries out 
its responsibilities through the weapon system, doesn’t it ? 

Mr. Battry. Yes, sir. 

Senator SauronstaLL. And the Navy now certainly with the Polaris 
under Admiral Raborn is carrying out the weapon system ? 

Mr. Battry. Yes, sir; that is cor rrect. 

Senator Sauronsraty. Now in another form the Army through 
the arsenal system is carrying out the weapon system. That is com- 
pletely under the Government. 

Mr. Batiey. Yes, sir. 

Senator Sauronstati. As I understand it and as I see it, we want to 
get as much competition for the parts of these weapon systems as 
we can, but we know that we can’t get open advertised competition. 
We have got to get negotiated competition for the weapon it tself. 

Do you 2 agree with that? 

Mr. Bartey. Yes, in many cases that is so. 

‘ Seriator Sarronstraty. And if Congress can lay down some general 
guidelines that will help and will make it clearer to the executive 
authorities in the Defense Department what they should do, we are 
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going to make our system a little more efficient and cut down our lead- 
time. Don’t you agree with that? 

Mr. Batey. Yes, sir. 

Senator Satronsrauu. And that as I see it is what we are trying to 
do. Now if this bill does not do it, I would certainly be ha py to 
have you draft a bill that will do it. But what we have got todo isto 
say that _ advertised bidding will not accomplish our objective 
in many of these weapons. We must do something to recognize ne. 
gotiation positively and require competitive negotiation. It is clearer 
to do something about it by having the Congress declare what can be 
done affirmatively instead of going through 17 exceptions. Isn’t that 
part of Congress duty ? 

Mr. Batter. Yes, sir; I think it probably is. 

Senator Cannon. Would the Senator yield for a question, pleasef 

Senator Sauronsrauu. Certainly. 

Senator Cannon. It seems to me that we are directed toward the 
same end result here, but I am inclined to agree with what Mr. Welch 
and his department have suggested and what the Senator mentioned 
here a minute ago. It appears that we may be in trying to lay down 
the guidelines, we may not be laying down the right guidelines to 
achieve that desired result. 

As the Senator suggested, there may be some merit to that. 

Senator SatronsTauu. I think our guidelines should be sufficiently 
general so that, for instance, in one negotiation it may be a question 
of — in another negotiation it may be a question of efficiency or 
quality. 

In Sasson negotiation it may be a question of the efficiency of the 
company todo the job. In other words, in every negotiation we have 
got to have those guidelines sufficiently broad. 

What we want to say is, “All right, this is the legal way of doing it. 
These are the broad general ailaliunn? Now that as I see it is w 
we want to do. 

Do you object, Mr. Welch, to the procedure of competitive negoti- 
ation, negotiated competition? In other words, if we want to builda 
Polaris, we will say, to use that as an example which is current in our 
minds, we want to go to Chrysler, we want to go to General Motors 
and any of these other big concerns that are capable of being prime 
contractors, and we deal with those three or four or five. The De 
partment of Defense sends out invitations for competitive negotiations 
on this as to what they want todo. All right, all ee or more submit 
their proposals. Then a contract is made after all have had an.op- 
portunity to express themselves. Now what is wrong with that? 

Mr. We cu. I don’t think that there is anything wrong with that. 
I think that is the proper and only procedure that could be followed 
for that type of procurement. 

Senator Sauronstauu. That is all this bill tries to do as I see it m 
the operational system. 

Now, you were good enough to submit to us your statement so that 
we had an opportunity to read it before this hearing, and my assistant 
submitted to you certain questions that he thought that I might like 
to ask, which you had an opportunity to go over. 

Mr. We cu. Yes, sir. 
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Senator SaLronsTaLL. Now some of them we have covered. How 
does the Comptroller General suggest that effective competition be 
maintained among prime contractors in the procurement of weapon 

stems ¢ 
Mr. Bary. We feel that the best way to maintain effective com- 
petition is to retain competition through the design and development 
stages before the final characteristics of a weapon may be determined. 

ta this way the departments would be able to select the contractor 
or contractors who would be in the best position to produce the 
final weapon. 

Senator SALTONSTALL. Sir, assume that you want to get started 
on that. You can’t ask two or more firms to do the ‘ob. It will 
waste an awful lot of money and waste a lot of time. If for instance 
Senator Thurmond puts in the best proposal and you ask Senator 
Cannon and myself as two other companies to go ahead and see if we 
can do a better job than Thurmond, is that practicable? 

Mr. Barter. On these complex procurements they frequently are 
covered by research and development contracts which permit several 
or a few industrial concerns to try and develop an answer to a partic- 
war problem or a particular independent item. 

If this capability to produce something that may be usable in 


whatever is determined to be the ultimate weapon that comes out of 


this process is retained through the design and development process, 
then we feel that the capability to select a weapon with optimum de- 
sign or optimum characteristics as well as having the factor of com- 
petition present in the industrial concerns who are competing for the 
production contract will produce as good or possibly better results 
than might be produced if we crystallize what the weapon is going to 
be at an earlier stage and in effect put all our eggs in one basket. 

Senator SattonsTauu. Now, haven’t you got to do that through the 
final states, so to speak, through the different objectives you are trying 
to accomplish? I have in mind the Jupiter and the Thor. They 
are both liquid propulsion, and there was competition between those 
two independent products, and the Jupiter had certain difficulties so 
that it did not get there as quickly as Thor did. 

Now isn’t it better if you are going to have competition to have 
competition either within a service or between the services on the 
end objects than it is to try to have competition in the production or 
development of one object? 

For instance, supposing there had been two different contractors or 
we producing the Vanguard. That would not be efficient, 
would it ? 

Mr. Barry. No, sir; this is not what I intended. I intended the 
type of situation you have described here on both the Thor and the 
Vanguard where to reach a given end you have a group or two or 
more rs following different approaches to try and reach the 
same end. 

In this case you have competition designwise on your product. 

Senator Sauronsratu. I think I would agree with you if it was 
not to reach the same end. But if the end product is a very compli- 
cated product that can only be worked out through design and im- 
Provepents in designs, then you can’t have competition between two 

rms on a thing of that kind helpfully, can you? 
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For instance, can you have two firms today building a B-70? 

Mr. Battery No, sir; not a B-70, but you can have working toward 
a@ weapon which has the ¢ capability of performing the mission of a 
B-70, you can have competition through the design and development 
stage of the various components that go to mé ike up then what. will 
be the ultimate weapon. 

Senator SatronsTauu. I would agree with you on that. For jp. 
stance, the distinction as to whether a B-70 or an IRBM would be 
more efficient, I agree with you on that. But as I see it, that does 
not come into this. picture so much. That isa competition as I say 
between the end products, and what we want to do is to get the 
competition in the lower stages, if you will, of a weapon like the 
B-70, to use that example. But somebody or ‘some prime contractor, 
after’ competitive negotiation, has got to be responsible, hasn’t he 

Mr. Batzey. I think that the milit: ary services are using varieties 
of ways of approaching this. In some cases they do use a single prime 
contractor, yes, sir; and in other cases they ‘do ee more than a 
single prime contractor on one of these w eapons. 

Senator SattonsraLt. That is what I want, I mean I think you 
and I have the same objective there. We want to have Congress say 
how this shall be done through some general legislation, -ather than 
to say the Department of Defense shall do it administr ‘atively, sub- 


ject only to an investigation or a critic ism when there has been a. 


fault. That when you boil it right down is what I would like to see 
accomplished. Now we can only come in, as the Johnson Committee 
did and ask why are we behind the Russians in sputnik, and why 
aren’t we making more progress in the development of a new air- 
plane? Now if we can give them the general lines on which they 
shall go ahead, then we can better hold “them responsible for seeing 
that it is being done, rather than to criticize them after it is done. 

We all want th: at, don’t w ef 

Mr. Barney. Yes, there is certainly no question about. this being 
a desirable objective, but the problem is whether or not this isa matter 
of procurement law or whether it is a matter of administrative 
processes that consume such large amounts of leadtime. 

Senator Satronstauu. Let me ask you this. Does the present armed 
services procurement law impose any requirement that there be com- 
petition in negotiated procurement ¢ 

Mr. Wexcu. Only in one specific instance, and that is under ex- 
ception No. 15 where the contracting officer, after having advertised 
for bids, receives bids all of which he believes are too high i in price, 
he may then reject all those bids and negotiate the proc urement. 

And exception 15 states that when he does that, he must negotiate 
with all the firms who submitted advertised bids. 

Senator SatronstaLt. Wouldn’t you believe, Mr. Welch, that there 
might well be a statutory requirement of competition in negotiation! 

Do you object to that? 

Mr. Wetcu. No, sir. We-don’t object to that. But on the other 
hand we do know that when the Armed Services Procurement Act 
was passed, it was the intention of Congress in granting the authority 
to negotiate that negotiations would be conducted on a competitive 
basis ‘to every pr actical extent. 

That is shown by the legislative history of the act. Also the Armed 
Services Procurement Regulations require competition to a certain 
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extent in negotiation, and also the requirement for competition that 
would be written into this bill would be that two or more proposals 
would be solicited. 

Well, we would feel that the provision there should be that pro- 

als from the maximum number of interested companies practicable 
under the circumstances of the particular procurement should be 
solicited rather than just two. And the fact that you require two 
roposals does not really mean that you are going to get competition, 
ause those proposals might be submitted on different bases. 

In other words, one or both of them might vary from the terms of 
the procurement as stated in the solicitation. If that is the case, 
even though you have gotten two proposals as required by the statute, 
you have not gotten true competition. 

Senator SALTONSTALL. I agree with you there. Then the Depart- 
ment of Defense has got to determine what its objective is and decide 
which of these proposals will accomplish it. 

One may be entirely impossible and the other one may be 
satisfactory. 

Mr. Wetcu. Yes. There is another point on that, too. That is 
that the requirement for two proposals without the further require- 
ment that the most advantageous one be accepted could not be effective 
because the contracting officer, after receiving the two bids, without 
the additional requirement that he accept the most advantageous 
one, could accept the one that was not the most advantageous, and 
yet neither the other bidder nor our office could complain that the 
action resulted in an illegal contract. 

Senator SaLronsTA.u. Is it your view that competition with respect 
to price alone will always give the military departments the quality, 
the reliability and innovation, and speed of delivery which may be 
required ? 

Mr. Wexcu. No, sir. That is not our view. We know and realize 
that, these other elements can be of paramount. importance in a par- 
ticular procurement. We do believe though that everything else 
being equal, price should be the controlling factor. 

Senator Sauronsratu. Yes, I think I would be in accord with that. 
Let me ask one more question, Mr, Chairman. 

TI have asked more questions than I generally do. 

Senator THurmonpb. That’s all right. 

Senator SarronsTaLu. This is the one Government department that 
opposes this bill, and as I say, I think it is a very important bill, 
not that it is personal in any way. 

I want to try to bring out some of the points. 

Now Mr. Welch, in what way does S. 500 enlarge the Department 
of Defense’s authority under existing law so as to divest itself of 
basic management responsibilities ¢ 

Mr. Wetcu. Again I believe Mr. Bailey might better answer that. 

Mr. Barter. We believe that the Department of Defense under this 
bill is authorized to delegate to prime contractors certain responsibil- 
ities which we call basic management responsibilities, and by that 
term we mean the capability to make informed major decisions on 
such things as the configuration of a weapon, its performance char- 
acteristics and maintain adequate control over such factors as per- 
formance reliability, operational and logistic requirements, problems 
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of plant dispersal or subcontract structure, and the economical expend- 
iture of funds. If there is an undue delegation of the military sery- 
ices authority under the provisions of the bill which we feel would 
be possible under the provisions of the bill, there would result in, or 
possibly result in a diminution of the Department’s capabilities to 
make these basic management decisions. 

Senator SatronsTraLu. General Thurman, who testified here the 
other day, felt that there would be no diminution if I recall eo 3: 

And certainly the DOD has the present authority to go in whare 
these overall operational system contracts go into the Air Force 
today, don’t they ? 

Mr. Battery. Yes, sir. 

Senator SaLTonsTALL. So there wouldn’t be any diminution if 
they exercised their responsibilities fully. 

Mr. Bamey. Not if they fully exercised them; no, sir. 

Senator SALTONSTALL. N ow just one more question. Your letter, 
Mr. Welch, suggests that S. 500 would result in concentrating military 
procurement in.the hands of a relatively few prime contractors, 

In view of the provisions of subsection (e) of the proposed new 
“Section 2389, Operational Systems,” and in view of the total silence 
of the present Armed Services Procurement Act on the subject of 
weapon systems contracting, do you feel that undue concentration of 
procurement is more apt to occur under S. 500 if enacted or under the 
existing statute? 

Mr. Battey. We feel that there is a possibility that this could 
occur under the provisions of S. 500. As was testified the other day, 
the military departments do exercise some control over subcontracting 
under their contracts at the present time. 

We feel this is desirable and needed to. protect the Government’s 
interest in such matters as price negotiations, product reliability, 
mobilization base, small business, and other procurement programs, 
but as we read this section, the new section to which you refer, even 
though it requires the maximum practicable subcontractiong, it places 
the authority and responsibility to determine what is practicable 
basically in the hands of the prime contractor. 

If the authority is placed in the prime contractor, we feel that.seme 
prime contractors if not many of them, may be inclined to keep work 
in there own shop or to issue their purchase orders to their subsidiaries 
or, at best, to use their normal subcontract structure in performing 
the task that is required under the contract. 

They may decide that in the exercise of their discretion that this 
is the most practicable way of performing a contract. And while 
DOD says that there would be no change in the control over subcon- 
tracting that they now exercise, we do feel that the provisions of the 
bill as it is written could justify a legal contention that the responsi- 
bility is basically the prime contractors to make the decision with 
respect to the amount of subcontracting that will be done. 

nator SautonsTauu. I think I would agree with you that, while 
the prime contractor must make the decision, we should have in the 
law language that would give the opportunity to the Department 
of Defense to question if they thought too many contracts were going 
into too few places. 

I would agree with you on that. 


nd- 
srv- 
ld 


, or 


MILITARY PROCUREMENT 303 


Mr. Chairman, I thank you. I think that is the longest time I 
have ever questioned a witness in 14 years. ButI do feel very strongly 
on this, Mr. Welch, and if there is any suggestion that you can make 
or that I can make to change your opinion on this to make corrections, 
[hope you will be affirmative. 

Isincerely believe, as a result of putting in almost 2 years work on 
this subject, that we can improve our laws. Certainly we should cut 
down our leadtime when we are told that, on firm evidence in some 
respects, where we take 8 years the Russians take 4 years. And you 
know and I know that the B-36 never got into World War II, and 
the B-52 was I think 12 years on the drawing boards, where there is 
evidence that the Russians were doing that in less than half the time. 

Mr. Wetcu. Senator, we will be glad to work with you and your 
staff to accomplish any desirable results that we feel can be 
accomplished. 

Senator SattonstaLu. Thank you, sir. 

Discussion off the record.) 
nator THurMoND. Senator Cannon? 

Senator Cannon. Mr. Welch and Mr. Bailey, I believe you both 
commented on the GAO reports and the fact that you believe that 
some of the deficiencies that have shown up or the funds that were 
involved were because of certain managerial deficiencies, is that 
correct ? 

Mr. Battery. Yes, sir. 

Senator Cannon. And were those managerial deficiences on the 
ae the military departments or on the part of the contractors 

irectly involved, if you know or can answer? 

Mr. Wexcu. I believe I would have to say that taking them all it 
would be a combination of both, Senator. I would say that the basic 
responsibility would be on the military service. 

ator Cannon. And then part of your statement with reference 
to section 7, as I understand, that this would permit the transferrin 
from the military ee to the individual contractors additiona 
managerial responsibilities that might result in greater instances of 
the type that have already been brought to light ? 

Mr. Wevou. Particularly in the area of price negotiations, yes. 

Senator Cannon. So that it might very conceivably involve many 
more instances and involve many more dollars at least than we are 
confronted with under the present circumstances ? 

Mr. Batey. Some of the instances we have reported have been in- 
stances where the prime contractors have not received what we feel 
were the best prices obtainable from their subcontractors. 

Senator Cannon. Now I have been very much interested in your 
comments here on section 7 because if your analysis is correct, then 
obviously the provisions of section 7 would not be in the best interests 
of our country or of our national defense, either one, and I would just 
like to go into a little detail here to be sure that we are talking and 
thinking about the same thing. 

You mentioned here that under section 7 the contracting agency 
wherever practicable, would procure each operational system from a 
single prime contractor. Now to use a specific example, the B-70 as 
I understand it, which has been in discussion already, was not acquired 
from a single prime contractor. 
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Would that be your concept of it? 

Mr. Battery. I am not aware of the system used for the B~70, but 
this is my understanding of the effect of section 7. ‘ 

Senator Cannon. So that this would be an example of an occur. 
rence other than under section 7 of the bill? 

Mr. Bamry. I think the same thing would be true with the Thor 
and the Atlas. 

Senator Cannon. I want to use the B-—70 because I know a little 
more about that, if you don’t mind. Now you state here that this 
provision would permit and encourage the military departments to 
transfer portions of their basic management responsibility to opera- 
tional system contractors. Now do] understand that as you interpret 
this section 7 under the single prime contractor theory, the Govern- 
ment would simply select a contractor and say “You build us a bomber 
to do certain things” and the items relating to design, to performance 
and capabilities, to the weapons system to be used on the B-70 would 
all be left to the single prime or could all be left to the single prime 
contractor ? 

Mr. Batery. I believe that this could be done under the provisions 
of section 7. Whether or not it would be done, I would doubt that 
it would go that far. 

Senator Cannon. And under the law as it now stands, the B-70 
was let out for design competition. The various components were 
also let out as I understand it. 

For instance, the weapons I think went to Hughes, I believe, and 
the various subsystems were let out on a competitive basis to other 
contractors, am I correct? 

Mr. Batty. Yes, sir, where more than a single prime contractor is 
used. 

Senator Cannon. So that we might in this type of a provision 
under section 7, you might have the entire system simply let to one 
contractor. He would Ticids what type of a weapons system to put 
on a B-70 and all of the related details, or could decide that. 

Mr. Baty. He could, I think, yes. 

Senator Cannon. I am a little disturbed by that because if that 
would be possible under section 7, I certainly would have to oppose 
that provision of the bill, and I would be interested in getting some 
more detailed study on that particular phase of it, Senator Salton- 
stall, if we might. 

Senator Satronstaty. I will be glad to, Mr. Chairman. Might I 
make a brief observation with Senator Cannon’s permission ? 

Senator THurmonp. Go ahead. 

Senator SatronsTa.L. It is my understanding of the general prin- 
ciples of what we are trying to do on this operational system, that 
there would be a prime contractor who would be primarily respon- 
sible for the development. You have used the B-70. I don’t know 
how that was designed, to be honest with you, whether it was done, 
by one, two, three or four contractors. He would be responsible for 
that. As I listened to these Government witnesses, it would be my 
conception that they would follow through and inspect and observe 
and see that he was doing his job, but the primary responsibility as 
to whether it should have—I am a very poor mechanic—we will say 
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one type of a valve system or another type would be essentially the 
rime contractor’s responsibility. 

Do I make myself clear? 

Senator Cannon. Yes, sir, but I think that that detailed decision I 
believe is already in the contractor’s as the system now operates. 

Senator SatronsraLu. I think it’s there too. Maybe I used too 
small an illustration. I was trying to think of a mechanical con- 
trivance that I understood. 

But take a wing, we will say, or a frame, or anything of that kind. 
The prime contractor responsibility would be to have what he be- 
lieves would be the right frame for the end product. 

Senator Cannon. As I understand it now here in the analysis of 
Mr. Welch and his department, we would lose effective competition 
through all stages of the procurement. 

In other words, we might have many stages in using the procure- 
ment of a B-70 that would be subject under present conditions to 
competition. 

But if this system were used, we would lose it all except in the 
overall stage of competition, and therefore we would lose the control 
in the detailed stages of these various phases. 

Am I correct in that? 

Mr. Wexcu. I think that even under the present law this system 
can be used, at least there is no prohibition against its use. 

We were concerned that S. 500, however, stressed this particular 
system when others, which might be more feasible or appropriate 
with regard to a particular weapon could be used to better advantage. 

Senator CaNnon. And it was your analysis after studying it then 
that there would be no substantial reduction in the leadtime that was 
anticipated, at least in connection with the bill. 

Mr. Wetcu. As far as the legal requirements of contracting pro- 
cedures are concerned, we think that they can cut down on leadtime 
now under the present law as fully as they would be able to under the 
provisions of S. 500. 

Senator Cannon. I believe you stated in your prepared statement 
that section 9 would eliminate or would lose control on the part of 
the Government over the payment of excess profits let’s say of the 
type that the GAO has already found to exist. 

Mr. Wetcu. Yes, sir. 

Senator Cannon. I am sure that none of us want to see a condition 
exist that would permit the contractors to make excessive profits, 
profits that. they are not entitled to at the expense of the taxpayers 
of our country. That is not in the best interests of the country cer- 
tamly, and I know that Senator Saltonstall does not want that any 
more than the rest of us. 

And if the bill does do that, if this provision would do it, then it 
would be my suggestion that we try to arrive at something that would 
eliminate that phase and give us some control. 

Senator Sarronsrau. I would say, Senator Cannon, that I did not 
Stress that because we have already extended the Renegotiation Act, 
and the inquiry called for by the extension law was referred to this 
same subcommittee. So we will have that whole problem before us. 
I did not stress that point for that reason. 
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Senator Cannon. I also was interested, Mr. Welch, in your statg. 
ment on page 10 where you seem to have made a summary. 

As I understand it now, you say that you are convinced that jf 
this bill were enacted, there are three conditions that would be 
important. 

First, that there would be a diminution of effective competition, 
Second, there would be a gradual concentration of orders in a rela. 
tively few number of contractors. And third, you believe that there 
would be increased cost to the Government, and of course you haye 
already said that you did not believe there would be any appreciable 
shortening of the leadtime. 

Mr. We cu. Yes, sir, We do believe that these things would r- 
sult from the bill. 

Senator Cannon. Now, Mr. Welch, let me ask you this: Do you 
think that a firming up of this weapons system concept would be 
helpful ? It seems that there is still a considerable amount of con- 


fusion in that particular concept as I understand it at least. At | 


least they go in-different directions. 


Mr. Wetcu. They do. It seems that each military service uses a | 


different method or a combination of methods. 

Senator Cannon. Isn’t it true that in purchasing the same product, 
even standard products, that many times the Army will pay one price, 
the Navy one price and the Air Force another? 

Mr. Wetcu. That’s correct. 

Senator Cannon. So that there needs to be some clarification to 
eliminate that sort of a situation certainly. 

I am wondering if you could comment too on whether or not it is 
in practice a fact that a prime contractor attempts to keep as much 
business as possible within his own organization ? 

Now this gets back to this section 7 

Mr. We cu. I don’t know that we have any actual examples where 
we could prove that that was the case. It may be that our belief 
as stated in our report, is based on the fact that that seems to bea 
natural assumption. 

Maybe Mr. Bailey would know whether we have had any actual 
cases or not. 

Mr. Barter. I don’t know of any actual cases where I could state 
specifically that this has happened to the detriment of what would be 
considered normal subcontracting. 

Senator Cannon. But if that is a fact, if it should be a fact, it 
certainly would react to the detriment of the small business, of the 
small contractor. 

Mr. Welch, I wonder if you would comment on one other matter 
that hasn’t been gone into in your statement here today. As I 
understand it now under the law, up to $2,500 of purchase can be 
made without any negotiation, just a direct open purchase. 

Mr. Wetcu. That is correct. 

Senator Cannon. That has been raised from a thousand dollar 
limitation as I recall it just a few years ago. 

Mr. Wetcu. It started out as $500 and then a thousand and now 
it is $2,500. 5 

Senator Cannon. There has been testimony before this committe 
to the effect that that amount should be raised to $10,000. 
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Do you have any feelings in that regard? 
Mr. Wetcu. That is something that I think we would want to 
study and look into. When you raise the ceiling that high, my own 
nal feeling is that it would be going too far to permit procure- 
ment simply without any competition or negotiation with the con- 
cerns who might be interested in supplying the particular need. — 
Senator Cannon. I wonder if you would care to, if you would give 
the matter a little study, a little further thought, and then perhaps 
submit a statement for the record, because it has been suggested and 
been under discussion and it might be helpful if we did have a state- 


ment from you. 
Mr. Wetcu. We will be glad to do that, Senator. 
(The following information was subsequently furnished :) 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D.C., August 5, 1959. 
Hon. RicHARD B. RUSSELL, 
Chairman, Committee on Armed Services, U.S. Senate. 

Deak Mr. CHAIRMAN: In accordance with a request by the special subcommittee 
during hearings on S. 500, S. 1383, and S. 1875 on July 24, we are submitting the 
following supplemental report setting out our views on the recommendation that 
the dollar limitation in 10 U.S.C. 2304(a) (3) be raised from $2,500 to $10,000, 
which was made during previous testimony before the subcommittee by Assistant 
Secretary of Defense McGuire. 

The present limitation of $2,500 on contracts negotiated under 10 U.S.C. 2304 
(a)(3), as well as under procurement laws applicable to civilian agencies, was 
established by the enactment of Public Law 85-800 on August 28, 1958. While 
this legislation was requested by the General Services Administration, its pro- 
visions were based upon recommendations by an interagency task force for review 
of Government procurement policies and procedures, which was composed of 
representatives from all of the major departments and agencies of the Govern- 
ment and included representation for the Department of Defense. The explana- 
tory remarks of the General Services Administration, which accompanied intro- 
duction of this legislaticn, indicate that in recommending a limit of $2,500 the 
task force considered not only the administrative cost of procurement by formal 
advertising but also the question of whether potential bidders in procurements 
on small dollar amounts might not be deterred from competing if such procure- 
ments were accomplished on an advertised basis. In reporting to the Congress on 
this legislation, the General Accounting Office did not question the conclusions of 
the task force with respect to increasing the section 2304(a) (3) authorization to 
$2,500, and we note that the report of the Department of Defense also endorsed 
the proposed amendment without questioning the adequacy or propriety of the 
amount proposed. 

While we have no current information concerning the comparative administra- 
tive costs involved in negotiating an individual contract and in awarding a con- 
tract under formal advertising procedures, it would appear to be extremely 
doubtful that either such costs, or any additional administrative burden which 
might be imposed by the use of formal advertising, have increased sufficiently in 
the period of less than 1 year since enactment of Public Law 85-800 to justify or 
require a fourfold increase in the present $2,500 limitation. 

Additionally, while we did not question the opinion of the task force that the 
limit of $1,000 which was in effect prior to enactment of Public Law 85-800 might 
have been so low as to result in reduced competition through reluctance of bidders 
tocomply with formal advertising procedures, we doubt that this same reasoning 
can be applied to contracts between $2,500 and $10,000. We believe that procure- 
ments in amounts between these figures are sufficiently large to be of special inter- 
est to small business concerns from a competitive standpoint; that all interested 
concerns should therefore be given an equal opportunity to compete through the 
use of formal advertising for bids; that the profit factor in such contracts should 
normally be sufficient to overcome any reluctance on the part of prospective bid- 
ders to submit firm bids under formal advertising procedures ; and that substan- 
tial savings to the Government in the form of lower prices could be expected 
through the use of formal advertising of procurements above $2,500. 
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In view of the above, and in the absence of convincing evidence that the in- 
crease to $2,500 authorized by Public Law 85-800 is no longer adequate to mest 
the needs of both the Department of Defense and the civilian departments and 
agencies of the Government, we are unable to recommend favorable consideration 


of the proposal to increase the negotiation authority under 10 U.S.C. 2304(a) (3) 
to $10,000. 


Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States, 

Senator Cannon. I understand that in connection with the second 
bill, S. 1883, while you don’t express an opinion in connection with 
certain phases of it, you do recognize that negotiation is necessary 
and desirable under certain circumstances, and you are in agreement 
with the concept in that bill that effective provision should be made 
to require procuring agencies to use competitive bidding to the grvat- 
est practicable extent. 

Mr. Wetcu. That is our view; yes, sir. 

Senator Cannon. And that by following a policy of that nature, 
the Government will get the utmost advantage possible? 

Mr. Wetcu. We think so. 

Senator Cannon. Thank you, Mr. Chairman. 

Senator THurmMonv. Do you have any more questions? 

Senator Sarronstatu. No, thank you. 

Senator Tuurmonp. For the record, I see Senator Hart is here 

yaiting to testify. 
Senator Hart, we will be glad to hear from you at this time. 


STATEMENT OF HON. PHILIP A. HART, U.S. SENATOR FROM THE 
STATE OF MICHIGAN 


Senator Harr. Mr. Chairman, and members of the committee, I 
appreciate very much your kindness in permitting me to come at 
this time. 

For the record I will explain I am not sitting down because that 
would add 5 minutes to my summary I am sure. I do have a pre 
pared statement with several appendixes. 

Senator THurmonp. Without objection, your entire statement will 
go in the record. 

Senator Harr. Thank you very much. 

I think it would be unwise to summarize beyond this point. I do 
not pretend to be an expert in this field, and my only reason in appear- 
ing I think is to report some conclusions which I have arrived at as 
a result of a survey that my office is conducting of about 3,000 Mich- 
igan manufacturers. Included in the appendix of my statement is 
the questionnaire I have sent out. I have given a tabulation of the 
replies. I think it suggests first that the small business set-aside, 
and indeed the application of the labor surplus formula, is working 
less effectively than any of us would want. 

I think, second, that while I do not appear in advocacy of the propo- 
sition that the defense procurement should be handled as an aspect 
of an economic planning-for-America program, and I am not here to 
choose between New York and California, and I am not here suggest- 
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ing that the chamber of commerce promotion argument is the way to 
a our defense procurement. I do feel that, once we have established 
our defense needs as a Nation, we should realize these very serious 
economic effects that that procurement inescapably has on all of us. 

I would have the hunch that no man alive would claim that he knows 
for certain how best we can meet our defense needs and at the same 
time contribute to the other equally important requirement for our 
survival, and that is economic strength and disability, and I am pre- 
suming to make the suggestion that the Senate consider the formation 
of a select committee on the economic impact of national defense and a 
resolution aimed at the creation of such a select committee is attached. 

Iam introducing it today, and I hope finally that it will be referred 
tothe Armed Services Committee for your consideration. 

Mr. Chairman, I do appreciate this opportunity. 

Senator THurmMonpD. We are glad to have you with us, Senator, and 
appreciate your testimony before this subcommittee. 

Senator Harr. May I say that I received a letter from a Robert A. 
Sullivan of Detroit whom I happen to know personally, both as a 
lawyer and a friend. 

It makes, I think, some very interesting suggestions about the pos- 
sibility of engineering services that might be made available to the 
Defense Department; and, if there is no objection, I would like this 
made a part of the record, if you or the staff in reviewing it find that 
itexcites any curiosity. 

I am sure that he would be delighted to respond in detail on the 
suggestions hemakes. It isa letter dated June 16. 

Senator THurmonp. Will you turn that over to our staff member 
for consideration ? 

(The complete statement of Senator Hart and the letter referred to 
above follow :) 

Mr. Chairman, For the 7 months I have been privileged to serve in the Senate 
I been devoting considerable time to assembling information concerning the 
impact of the Federal Government’s procurement activities on the State of 
Michigan. Conferences have been held with representatives of 14 agencies 
of the Government. An intensive survey of some 3,000 Michigan firms as to 
their attitudes and problems in seeking defense work from the Government or 
from prime contractors is underway. While the results of this study are not 
complete, there is submitted for.the record a preliminary report, and a copy 
of the survey questionnaire and transmittal letter. (See app. 1 following this 
statement.) 

Ido not come before you as an expert on this vast and complex subject. Cer- 
tainly the distinguished members of this subcommittee, and others in the Con- 
gress, have an understanding of the impact of procurement policies that is far 
more informed than mine. 

My appearance before you today is to present facts with regard to the shifting 
patterns of defense procurement as they affect the State of Michigan; to share 
with you some of the more general questions that have arisen as my work 
on this subject has proceeded ; and finally, to make what I hope will be a useful 
suggestion as to the action the Senate might take on this matter. 

Michigan has no quarrel with either New York or California. My reading 
of the record so far before your committee indicates to me that the problem is 
vastly more complex than a “booster’s” explanation of the merits of one’s 
own State. 

The impact of defense procurement on our national economy is very great. 
It is often more evident as we narrow our sights and focus on a single region 
of the Nation. As a Nation, we are concerned with the overall burden of 
directing almost 60 percent of our national budget to the necessary work of 
keeping this Nation and the free world strong and militarily alert. 
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For fiscal year 1960 our national budget will show that of a total of ‘$77 
billions, almost $46 billion will be directed to major national defense efforts. 
Of this amount some $40 to $41 billion will be for the military functions og 
the Department of Defense. 

The defense side of the budget, compared with the increase in our 
national product over the past 20 years (1939-58), presents a startling picture. 
Gross national product increased from $91 billion in 1939 to over $487 billion 
for 1958, an increase of 380 percent. In this same period, national defense 
expenditures for goods and services increased from $1.3 billion to $44.4 billion, 
which is an increase of 3,315 percent. The size of this increase comes more 
clearly into focus when we note that the Federal Government’s purchase of goods 
and services other than national defense items, increased in the same periog 
$3.9 billion to $7.3 billion, or only 7 percent. 

The purpose of citing these figures is to make crystal clear that Federdl] defense 
procurement activities have become an important factor in the forces affecting 
the economic stability and growth of our national economy. 

I need not suggest to the members of this committee that the present rate 
of defense procurement activity will move upward in the foreseeable future. 

A defense program of this size is a burden on our economy. It directs funds, 
material and manpower from other nondefense uses all of us would like to gee 
accomplished. I am not developing the thesis that defense procurement under. 
takings of the Federal Government should become a tool for national economic 
planning, but I do believe Congress cannot ignore the fact that defense pro. 
curement activities do have a very real impact on the needs of our economy. 
Given the necessity for such a continuing high level of defense expenditures, 
we must develop policies and directives which will minimize and reduce this 
burden, and lessen the impact of major shifts and changes in procurement policy 
on national, regional, or local economic activity. 

There is a pattern of gradual shifting of procurement awards away from 
firms doing work in Michigan to firms located in other parts of the Nation. No 
other large manufacturing State has experienced the sharp fluctuation in Goy- 
ernment defense procurement which has characterized the Michigan situation 
during the past decade. The attached charts will show that total military 
procurement in Michigan averaged 6.4 percent of all military prime contracts 
awarded during the 6-year period, July 1, 1950 to December 31, 1956. It jumped 
to 17.2 percent during the first half of 1952 (the Korean emergency period), 
representing the largest emergency responsibility placed upon any single State 
at that time. The most recent figures from the Defense Department indicate that 
procurement in Michigan has fallen to 3.2 percent of the total. This is the 
greatest drop for any industrial State except Illinois, which declined 56 percent 
to Michigan’s 50 percent. 

In addition, 4 of the 10 consistently largest areas of military procurement— 
California, Massachusetts, Missouri and Texas—have shown substantial increases 
in defense procurement allotted to their industry during the same period. Three 
other States—Ohio, New Jersey, and New York—have shown less than half of 
Michigan’s decline. The 10th State—Pennsylvania—has dropped 37 percent. 

The 10 largest defense procurement areas are: California, Illinois, Massachu- 
setts, Michigan, Missouri, New Jersey, New York, Ohio, Pennsylvania, and Texas. 

I submit for the record some tables showing these facts. (See app. 2 following 
this statement.) 

There are observers who explain these trends by the shift in military equip- 
ment procurement, away from the type needed if we were doing a complete job 
of modernizing the equipment for the Army, to more procurement in the missile 
and electronic field. This shift is one factor. It has reduced the percentage of 
prime contract and subcontract work going into the manufacturing complex of 
Michigan. This partly a result of changing demands for‘our weapons, and partly 
a result of policies to go slow in reequipping our ground forces for airdrop and 
more transportable equipment. This would be the type of production for which 
many firms in Michigan are best qualified, but policy decisions have placed low 
priority on the procurement of this type of replacement equipment. 

From an overall perspective, the impact of Federal defense procurement policies 
on the operation of the national economy was never more clearly evident than 
during the recent recession. The Wall Street Journal on January 7, 1958, com- 
mented on this under the headline, “Defense Outlays Rising Again After 7-Month 
Decline,” as follows: “Defense spending after a 7-month decline caused by the 
Pentagon’s presputnik economy drive, has begun to rise again. Latest figures at 
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the Pentagon show that, after skidding to an annual rate of $36.8 billion in 
November (1957), military payments to troops, contractors, and civilian em- 
ployees jumped to a $40 billion annual rate in December.” A month later, on the 
game subject, Assistant Secretary of Defense W. J. McNeil testified before the 
Joint Economic Committee. According to the February 6, 1958 edition of the 
Washington Post and Time-Herald, the Assistant Secretary “testified that the 

ped-up placement of defense orders this year will have an important psycho- 
logical impact on business.” He further stated, as reported by the Post, “that 
the order placement would result in a gradual increase in spending which would 
pave at least a stabilizing effect in defense industries.” 

An analysis of the report issued by the Secretary of Defense on June 1 of this 

r, summarizing total military prime contract awards up to March of 1959, 
reveals another part of the relationship between military procurement and the 
national economy. For example, in the first half of 1957, military contract awards 
for supplies, services and construction were reduced almost $14 billion under 
the Comparable period in 1956—from $10 billion to $8.6 billion. They were 
trimmed almost an additional billion dollars during the next 6 months—down to 
$7.7 billion. This was the cycle of military procurement leading into the recent 
recession. 

Continuing this description and relating it to the upswing, military contract 
awards made during the first half of 1958 increased by a substantial ‘$5.4 billion 
to $13.1 billion. Awards made during the first half of 1959 are likely to be in 
about the same range. 

I hope vigorous attention in the Defense Department can be given to an inten- 
sive review to insure that any procurement which may lend itself to labor 
surplus set-asides be so managed. My own inquiries as to why such set-aside 
practices are not carried out in the procurement of commercial trucks have 
indicated there may be many other such examples. 

Between June 6, 1958 and May 29, 1959, the Defense Department purchased 
95,865 commercial vehicles valued at $54,416,143. As an indication that purchases 
of this kind can be made in areas of both high and low employment, I have pre- 
pared a chart listing the location of truck production in the United States and 
showing that part of the output which occurred in areas of surplus labor. (See 
app. 3 following this statement.) I am also attaching copies of recent exchanges 
of letters from the Defense Department indicating that an effort is now being 
made to allocate these commercial vehicle awards in such a manner as to assist 
surplus labor areas. (See app. 4 following this statement.) 

This example points out that there is need for a directive, this time from the 
Congress, to supplement Defense Manpower Policy Order No. 4. A vigorous effort 
in this regard could do much to lessen the impact of shifting procurement policies 
and practices. 

The increase in value of contracts going into labor surplus areas during the 
recent recession, when the Defense Department was urged to work on this also 
provides evidence of the fact that meaningful results are possible if the effort 
is made. For example: For the 6-month period July 1957 through December 
1957, there were 91 areas of substantial labor surplus in the Nation. Only three 
of ears areas received defense contract awards as a result of preference valued 
at 260. 

Now the interesting story. With considerable concern and interest in the 
recession problems being evidenced by the administration, we find for the second 
quarter of 1958, 118 areas of substantial labor surplus and 117 of these—all but 
one—receiving awards as a result of labor surplus set-aside programs of the 
Department of Defense totaling $32,478,000. 

The Nation’s defense production capabilities and balance also are affected by 
procurement practices. I believe there remains the possibility that the United 
States and the free world may still be faced with the possibility of fighting limited 
or brush-fire-type wars. During this type of emergency situation, we will need 
the type of production capabilities we had during the Korean emergency. I 
call to the committee’s attention that one of the factors that has adversely 
affected the tool and die firms of Michigan has been the shift in defense procure- 
ment. This industry is highly important if we are again to “tool-up” for speedy 
production as we did in Korea. At the height of the Korean crisis, Michigan 
was producing 17. 2 percent of defense production, the highest of any State at that 
time. The committee, in its considerations of the regional aspects of procurement 
policy, must keep before it the dangers of lost skills and capabilities that can 
occur in so basic a segment of our industrial complex as the tool and die installa- 
tions in an industrial city such as Detroit. 
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I believe that in this Nation there is essential need that the smaller business. 
of our Nation not continue to receive a declining share of the business generateg 
by Government procurement. On the basis of the survey I am conducting jp 
Michigan, I presented preliminary findings to the Small Business Subcommittee 
of the Senate Banking and Currency Committee earlier this week. This data 
indicates that the small business set-aside programs as they relate to defense 
procurement are just not working. Partly this is a result of the trend towarg 
more and more centralization in the procurement activities, with smaller bysgj- 
nesses necessarily having to rely on negotiations with prime contractors for 
any business they may obtain. For example, for the fiscal year 1958, of a total 
of $21.8 billion defense contracts, $16.4 billion were let to 100 companies anq 
their subsidiaries, or 74.2 percent of the total. A few additional comments from 
the preliminary returns of my questionnaire are, I fear, all too typieal, and 7 
submit them for the record. (See appendix 5 following this statement.) 

In conclusion, Mr. Chairman, I wish to commend you and your colleagues on 
the Armed Services Committee for probing into this most serious and funda- 
mental question. I make no claims that this limited analysis is much more 
than suggestive of the profound and complex influence which military spending 
has on the national economy. I do believe, however, that because defense 
spending contains within it the capacity to produce both dislocation and pros- 
perity, to bring about both labor surpluses and labor shortages, to foster both 
the growth and decline of all American enterprise, the policies that guide defense 
spending should be as much a matter of grave public concern on the internal 
economic level as on the international and military defense levels. It ig or 
should be plain that the maintenance of a huge military establishment in a 
situation of total cold war requires a new and, one might even say, different 
kind of Federal management than is or has been true in situations of actual 
hostilities or of less constant tension. 

With regard to the specific proposals before your committee, it seems to me 
Senator Javits’ bill (S. 1875), if enacted into law, would provide needed direc- 
tion to the Department of Defense to the benefit of all segments of our economy, 
In my opinion it is especially important that the labor surplus and small busi- 
ness programs be made to work. 

In a small way, I have been attempting to study the effect of procurement 
policies. This study and a review of the hearings of your subcommittee has 
led me to a more general suggestion and it is with this that I conclude, 

The Senate of the United States should consider. the formation of a Select 
Committee on the Economic Impact of National Defense. I submit the resolu- 
tion proposing such a select committee to your subcommittee for its consideration, 
and will introduce the resolution and let it lie en the table for cosponsors in the 
Senate today. I would hope that the resolution will be initially referred to the 
Armed Services Committee for your consideration. 


TEXT OF RESOLUTION TO BE INTRODUCED BY SENATOR PHILIP A. 
HART TO ESTABLISH A SELECT SENATE COMMITTEE ON THE ECO- 
NOMIC IMPACT OF NATIONAL DEFENSE 


Whereas a strong economy is essential to the continued welfare of the Nation, 
to its agricultural and industrial development and to the national security; and 

Whereas Congress has recognized the need for controlling inflation and pro- 
viding maximum production and employment; and 

Whereas the spending of the Department of Defense is the largest single item 
in the national budget at the present time; and 

Whereas the world situation indicates that this situation will continue into 
the foreseeable future; and 

Whereas the impact of this spending has a direct relationship to the Nation's 
economic well-being; and 

Whereas the termination, modification, or increase of the major defense un- 
dertakings frequently result in serious dislocation of the Nation’s labor force; 
and 

Whereas an international disarmament agreement would invelve readjustments 
in our Nation’s defense policies; and 

Whereas maximum return for defense expenditures is essential to our con- 
tinued prosperity; and 
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Whereas the Senate, in connection with provision of funds adequate for na- 
tional defense and maintenance of a sound economy, desires to have recommenda- 
tions relative to methods to achieve these essential goals: Now, therefore, be it 

Resolved, That there shall be established a select committee of the Senate 
which shall make exhaustive studies of the extent to which defense procurement 

licies in the United States are related to the national economy, and the extent 
and character of defense procurement policies that can be expected to be re- 
quired to provide for the national defense and maintain the Nation S economic 
strength, to the end that such studies and the recommendations based thereon 
may be available to the Senate in considering defense procurement policies for 
the future. The committee shall be designated “The Senate Select Committee 
on the Economic Impact of National Defense.” 

Sec. 2. (a) The committee shall be composed of three members of the Com- 
mittee on Armed Services, three Members of the Senate who are members of 
the Joint Economic Committee, three members of the Committee on Labor and 
Public Welfare, three members of the Committee on Finance, and three mem- 
pers of the Select Committee on Small Business; all said members to be desig- 
nated by the chairman of the respective committees, at least one member 
designated from each of the above committees being selected from the minority 
membership thereof. In addition, there shall be three Members of the Senate 
designated by the President of the Senate, at least one being from the minority 
membership thereof. The committee shall cease to exist at the close of business 
on January 31, 1961. ' 

(b) Any vacancy in the membership of the committee shall not affect its 
powers, and any vacancy in the membership of the committee shall be filled in 
the same manner as provided for determining the original membership. 

(ce) Nine members of the committee shall constitute a quorum. 

(d) The chairman shall be chosen by the members at the first meeting. 

Sec. 3. The committee shall conduct a comprehensive study and investigation 
with respect to the following matters: 

(a) The impact of defense procurement spending on the national economy 
from 1946 to the present time: 

(b) The extent to which this spending is currently affecting our economy ; 

(ec) Estimate of future trends in defense spending and their effect on the 
economy ; 

(d) Steps which could be taken consistent with the defense effort, to minimize 
the inflationary and deflationary effects of defense spending ; 

(e) The character of legislation that may encourage the adoption of new 
methods and improved processes of defense procurement which will result in 
the least depletion of our national strength ; and 

(f) Such other factors it may consider necessary to attain a full and com- 
plete understanding of the impact of defense spending and defense procurement 
policies upon our national economy, our foreign policy, and the national defense. 

Sec. 4. (a) For the purposes of this resolution, the committee is authorized 
to (1) make such expenditures; (2) hold such hearings; (3) sit and act at 
such times and places during the sessions, recesses, and adjournment periods 
of the Senate; (4) require by subpena or otherwise the attendance of such 
witnesses and the production of such correspondence, books, papers, and docu- 
ments; (5) administer such oaths; (6) take such testimony orally or by deposi- 
tion; and (7) employ and fix the compensation of such technical, clerical, and 
other assistants and consultants as it deems advisable, except that the compen- 
sation so fixed shall not exceed the compensation prescribed under the Classi- 
fication Act of 1949, as amended, for comparable duties. 

(b) Upon request made by the members of the committee selected from the 
minority party, the committee shall appoint one assistant or consultant desig- 
nated by such members. No assistant or consultant appointed by the committee 
may receive compensation at an annual gross rate which exceeds by more than 
$1,200 the annual gross rate of competition of any individual so designated 
by the minority members of the committee. 

{c) With the prior consent of the executive department or agency concerned 
and the Committee on Rules and Administration, the committee may (1) utilize 
the services, information, and facilities of any such department or agency, and 
(2) employ on a reimbursable basis the services of such personnel of any such 
department or agency as it deems advisable. With the consent of any other 
committee of the Senate, or any subcommittee thereof, the committee may utilize 
the facilities and the services of the staff of such other committee or subeom- 
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mittee whenever the chairman of the committee determines that such action 
is necessary and appropriate. 

(d) Subpenas may be issued by the committee over the signature of the 
chairman or any other member designated by him, and may be served by any 
person designated by such chairman or member. The chairman of the commit. 
tee or any member thereof may administer oaths to witnesses. 

Sec. 5. The expenses of the committee under this resolution, which shall not 
exceed $175,000, shall be paid from the contingent fund of the Senate upon 
vouchers approved by the chairman of the committee. 


APPENDIX 1 


STATEMENT BY SENATOR Puitip A. Hart (DEMOCRAT, OF MICHIGAN) IN Supporr 
oF LEGISLATION To MAKE THE SMALL BUSINESS ADMINISTRATION More Erreo- 
TIVE IN ASSISTING SMALL BUSINESS CONCERNS WITH SUBCONTRACTING Programs 
(S. 2032) 


Mr. Chairman, thank you for the opportunity to appear in support of legis. 
lation designed to make the Small Business Administration’s assistance to small 
business concerns more effective in the complicated and often confusing problem 
of obtaining subcontracts from prime contractors working for the Federa] 
Government. 

Almost from the day I came to the Senate 7 months ago, I have been at- 
tempting to assemble information and knowledge on how to help firms in the 
State of Michigan regain some of the losses suffered on defense contracts, 

Without going into detail on the many possible explanations of why Michigan 
firms have dropped, from obtaining an average of 6.4 percent of the prime defense 
contracts between July 1, 1950, and December 31, 1956, to where today Michigan 
receives only 3.2 percent of the prime contracts being awarded, I would only 
point out that this has had an equally serious impact on many of the smaller 
firms of our State. 

One of the clearly discernible patterns has been the pulling in by the prime 
contractors of work previously done by smaller firms on a subcontract basis. 

This theme has been an all too frequent one as I have read the mail and 
listened to the problems of company after company sharing with me its difficnl- 
ties in the past several months. 

But I come before your subcommittee today, Mr. Chairman, with what I hope 
are some typical examples of the difficulties of small business concerns in Mich- 
igan as they review their problems of obtaining defense subcontracts. 

If this were just hearsay material, I would not be before you testifying 
on this important subject, since there are those with experience far greater 
than mine in the Congress who have struggled with this subject for many years. 
But I believe the material I have to present is pertinent to the problem under 
study and very definitely substantiates the need for amendments to the Small 
Business Administration Act as outlined in S. 2032, introduced by the distin- 
guished chairman of the Senate Small Business Committee, Senator Sparkman. 

About a month ago, I decided that if I were to gain insight into this problem 
of why Michigan firms have been receiving less and less defense work from the 
Government, I should obtain firsthand the views of these firms. 

The results of the first returns from a questionnaire sent from my office, 
sampling the views of Michigan industry, were so pertinent to the subject of these 
hearings, that I have prepared a summary of the comments and findings. 

For the record, Mr. Chairman, I am submitting a copy of my letter to these 
firms, a copy of the questionnaire, and excerpts from their replies on the problems 
of obtaining subcontracts. I have not identified the firms by name, but by 
number, since I indicated in my letter that complete anonymity would be observed 
in using the data from the returns. If necessary, I have the name of each firm 
on file in my office. 

There are certain recurring themes in the returned questionnaires. They 
suggest three conclusions: 

1. The small business set-aside program in Michigan has not been working. 

2. Nearly half of those responding produce hardware and services that 
are of a specialized nature and their businesses are not organized to handle 
either the sales, cost analysis, or other technical aspects of most defense 
procurement, 
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3. The biggest need of this large and specialized group who feel they are 
petter geared to subcontracting is greater access to the prime contractor and 
the processes by which subcontracting work is allocated. 

These conclusions are based on the preliminary findings of the first phase of 
this survey which included 1,100 questionnaires, with about 14 percent respond- 
ing in the first 2 weeks. Another 2,000 questionnaires are now being processed 
for mailing throughout the State, and I hope to make the final tabulation avail- 
able to the committee at a later date. 

The first item of significance is that nearly half—46 percent to be exact, or 
67 of 145 returns—have indicated that they are primarily interested in obtain- 
ing and performing work under subcontracts rather than as prime contractors. 
The reasons for this may be analyzed as follows: 

Percent 

End product or service unsuited to prime contract___.__-_---_-_------_-.- 33 
Not organized to make bids (cost analysis, sales, technical) on prime 
a a 


Consider firm too small to operate as prime contractor___._.-._---_____- 13 
Lack of contact or information necessary to make bid-_-_-__-_-__________ 12 
Previous bad experience as prime contractor_-......_....__-....-.--..__—. 7 
Overhead and labor costs are not competitive_..._...._-_._---___-_--__-_- 4 
I NE TINO ence ssen endeiagaheen nian edie euesia eariota ines ties cansen <ahiipadarectedatshitian 15 

cisco a tisehie lo apatite eahseis east tenia iteietaaaeaneaaiiieaenaeiiiekaaias 100 


More than two-thirds (51) of those interested only in subcontract work were 
“small” firms employing less than 200 people and otherwise would qualify for 
assistance as a small business. In fact, slightly more than two-thirds of those 
responding thus far to my questionnaire could be defined as small businesses. 

A final note of significance from the questionnaire returns: Only 18 percent 
(19 companies) of those who may be defined as small businesses indicate that 
they have had any contract with the Small Business Administration. Perhaps 
more significant, only 12 percent (17 companies) indicate any benefits from the 
small business set-aside program. 

I will conclude with a few additional observations. I have some doubts, on the 
basis of the information that I have been able to obtain, that the small business 
set-aside program is operating very unsuccessfully in Michigan. For the period 
July 1, 1958, to April 30, 1959, Michigan small business firms were awarded 
contracts under the joint set-aside program of a value of only $58,776,772. 
Michigan was 10th of the top 10 States ranked in order of prime military con- 
tracts awarded by States. The total value of awards for these top 10 procure- 
ment States was $1,686,760,772. Michigan received only about 3 percent of this 
amount. 

Iam not sure what the reasons are for this lag in Michigan; I would hope 
that it might be possible for the Small Business Administration to look into 
this situation. There does seem to be evidence that the Detroit regional office 
of the Small Business Administration is seriously understaffed in personnel as- 
signed full time to assisting small businesses in Michigan to obtain information 
and aid on Government procurement activities. 

Mr. Chairman, speaking of the bill before the subcommittee, I would specifically 
endorse the provisions which would provide a clear and explicit directive to the 
Small Business Administration to concern itself in every feasible manner with 
assisting small business firms in obtaining subcontracts under Government con- 
tracts with prime contractors. 

Attached to my statement is a brief sampling of comments by small business- 
men throughout the State of Michigan taken from the survey I am conducting. 
I submit the list for the record, and will read just a few of these comments that 
seem to illustrate the need for real assistance on subcontracting. 

“We do not have enough information as to who is a prime contractor for the 
type of work we are able to perform.” 

“* * * We have never known who would use our service or who had a prime 
contract which would require zinc die castings as a component.” 

“* * * We have been seeking subcontracting work and would be pleased if some 
of the large prime contractors would give us an opportunity to utilize our skills 
and capabilities.” 

7 oy We are not big enough to stand the cost of soliciting through outside 
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The section of the bill which would rewrite the authority of the SB 
studies at all stages of the procurement process, including the observation of a 
negotiations and awards board discussions, and to submit recommendations 
the appropriate Federal agency to insure that a proper share of the contracts 
and subcontracts go to small-business concerns, seems to me to be a very essentia) 
addition to SBA authority. 

Today, there is misgiving with the extent to which prime contractors are re 
quired to exert themselves in seeking out qualified subcontractors and opening ag 
many subcontracts as possible to competitive bids. 

Today, there are far too many skilled men, tools, and facilities throughout the 
Nation that could well be woven into both production and research and develop- 
ment work on our defense and defense-related programs. It is the purpose of 
the Small Business Administration to see that the small businesses of - America 
are integrated into this pattern in the most eflicient and productive manner. 

It is to this end that I support the proposed legislation, and will continue to 
probe into the activities of Federal procurement in my State until I am satisfieg 
that the entire State of Michigan is obtaining its fair share of both prime ¢op- 
tracts and subcontracts from the procurement activities of our Federal 
Government. 


A to make 


Excerpts From CoMMENTS RECEIVED BY SENATOR PHILIP A. HART IN RESPONSE 
TO A QUESTIONNAIRE SURVEY OF MICHIGAN MANUFACTURERS AND THEIR Ex. 
PERIENCE WITH DEFENSE CONTRACTS, JULY 1959 


1. “We do not have enough information as to who is a prime contractor for 
the type of work we are able to perform.” 

2. “Sixty percent of our volume is subcontract work—this is the best type 
of work for small business as prime contracts will put a lot of small business 
out of business.” 

3. “A further detriment to the position of medium-sized manufacturers and 
specialists has been the overall systems concept. Many large companies who haye 
been awarded systems contracts with the responsibility of subcontracting various 
components have been put in the enviable position of choosing for themselves 
any portion that they desire. There have been glaring examples of this even 
in the audio field which has cost the Government millions of dollars. I do not 
believe that these represent dishonesty at any level in the Government but 
simply are examples of military procurement at its worst.” 

4. “You will notice that we preferred to do only subcontracting work, and we 
are doing quite a little of it at the present time. Our experience with prime 
eontracts during the war led us to believe that we could best serve our country 
and our employees by confining our efforts to subcontracting.” 

5. “We feel that because of the small size of our concern we fare better solicit- 
ing subcontract orders from prime contractors.” 

6. The firm has not sought prime contracts because there is ‘‘too much red- 
tape” and has only about 10 percent of its capacity devoted to subcontracting 
because “have not been able to contact the proper agent.” 

7. “We are better equipped to do subcontract work rather than take on a 
prime contract * * *. It has been over 2 years since we have had any sub- 
contract work on a Government contract. We just haven’t been able to get any.” 

8. This firm has not sought prime contracts because “we did not believe we 
were large enough to seek or handle prime contracts.” The firm has been 
successful in obtaining subcontracts. ; 

9. “Our products lend themselves to subcontracts. * * * we have sought to 
find sources for our products through the Small Business Administration .and 
others but results, frankly, have been disappointing. * * * finding the right 
person in the right job in the right agency is no small problem.” 

10.:This firm says no primes have been available in their field “in 5 years” 


but the firm has obtained some subcontracts. ‘Would be glad to have work as, 


direct or subcontract work.” 

11. “We also feel that the time and eost involved in securing information on 
the: many phases of activity required to enter a bid on Government contracts is 
too high for the results obtained. Although we would like to bid on more jobs 
we feel that the exceptionally large amount of redtape involved prevents us 
from doing so.” 


12. “The development of missiles, we feel, will have a further impact’ upon: 


the aircraft industry, and our information indicates that there is not a very 
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ike jarge amount of work obtainable from the missile manufacturers. We believe 
Any our past demonstrated abilities indicate we could be employed for new projects 
a and we would be interested in securing work in the missile and other related 
\ 
tial =| -, * J should like to point out something that greatly disturbs the small 
manufacturer. That is the request by the large prime airframe manufacturers 
re requesting certain confidential detailed information regarding the basis of quo- 
s as tations * * *. The small manufacturer has nothing remaining insofar as skills 
and know-how are concerned to help him maintain a competitive advantage. 
the The request also states failure of the bidder to comply with requirements may 
lop- disqualify the bidder’s quotation * * *. As you are well aware, leaks can and 
2 of 4o occur and the possibility of such information reaching one’s competitors 
rica makes one reluctant to comply with requests of this kind. The small manufac- 
turer now is being asked to open up all of his detailed records to his prime or 
e to next tier subcontractor’s representatives for investigation and review * * *. I 
fied know of no regulations or reasons why a subcontractor obtaining his business 
ae through competitive bidding on a fixed price contract would be required to dis- 


dose such foregoing confidential data.” 
13. “We are a small concern, 50 employees, and after investigating the work 
and problems involved in prime contracts, we find it more pleasant and profitable 


wee |(C|:«C let the large corporations have the prime contracts and we can assist them 

Ex. todo the work * * *. I believe the taxpayer, small business, and all would be 
better off if large corporations would get the prime contracts and let small man- 
ufacturers do the specialized work.” 

for. | 14 “We do not desire to deal directly with Government agencies due to the 
redtape involved but preper to do subcontract work * * *.” 

type 15. “It would seem that the small business must confine itself to subcontract 

ness work business because of the complicated procedures the Government has set 
up as essential to bidding on prime contracts. Either that or it would be nec- 

and esary to set up another agency to help in explaining and deciphering the 

have various requests to bid.” 

ious 16. “Our work has to be on a subcontract basis and we have never known 

lyes who could use our service or who had a prime contract which would require zinc 

even diecastings as a component.” 

, not 17. “Government prime contracts are far too involved with procedure, unnec- 

but essary complex specifications, and handled by incompetent personnel to warrant 


| spending the excessive amount of time required to obtain an opportunity to 
bid * * * . We have been and are constantly bidding on subcontract work to 
rime | a variety of firms holding prime contracts. To date we have been most success- 


ntry ful in obtaining this subcontract work.” 
H 18. “* * * we have been seeking subcontracting work and would be pleased 

licit- ifsome of the large prime contractors would give us an opportunity to utilize our 
skills and capabilities.” 

red- 19. “We would be very happy to bid on subcontract work; however, it 

ting is very difficult to find out which prime contracts have subcontract work which 
would fit in with our facilities.” 

on a 20. “It is very difficult to locate’—reason why the firm has not actively sought 

sub- subcontracting work with Government prime contracts. 

any.” | 21. “We are a small corporation * * * do not have the personnel to follow 

ewe | ‘rough with some type of Government program. However, we are interested.” 

been 22. “* * * we are not big enough to stand the cost of soliciting through outside 


agents” (difficulty contacting prime contractors outside of Michigan on possible 
ht to subcontract work). 
and 
right [Government contracts] 

U.S. SENATE, 
ears” COMMITTEE ON AGRICULTURE AND FORESTRY, 
rk as, ! June 23, 1959. 
Deak Sir: Before coming to Washington, I was aware of the difficulties 

on On encountered by some Michigan business firms in getting Government contracts. 
ets is Since coming to Washington, many businessmen have brought to me other 
» jobs problems growing out of their contracts with the defense agencies or the Gen- 
ts us. eral Services Administration. With the overall decline in defense prime contract 


allocations to Michigan industries from 13.7 percent in 1952 to 3.2 percent today, 
— $ there is reason for concern. 
ve 
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Thinking that better communication between Government agencies and our 
manufacturers would help, I have been consulting with officials both of trade as. 
sociations and Government. This has resulted in a questionnaire designeg to 
provide valuable information to those affected. 

We need to know what the obstacles are, what the experience of Michigan 
businessmen has been, and what the current interests are in getting Government 
work for Michigan plants. If you and your staff could share your experience 
with me, it will help those business people and Government officials who want 
to keep a full and fair flow of defense work coming in. 

The questionnaire is of less importance than getting your views and sugges- 
tions—a letter will be just as good, if you prefer. And disregard this request 
entirely if it will not help your company. There will be no reference made to 
individual companies in the report, which will be sent you as soon as it is 
available. 

Finally, I am enclosing the standard form used by all Government procure. 
ment officers in preparing lists of firms to which bid announcements are regy. 
larly sent. If you want your firm added to these lists, or to additional lists, 
please complete the form and return it to me, and I will see that your name 
is added or that additional lists are checked for your company. 

You read this assurance so often from political offices you must suspect it 
is printed on the stationery, but I do mean it: I want to be of help and my 
office stands ready to do what it can. Please do not hesitate to call upon me 

Sincerely, 








Your firm may not have been receiving bidder’s notices on Government contracts 
on which it might wish to bid. Firms’ names are often removed from such lists 
after a time when no bids are received, and must have their names placed on 
the lists again. Often it is helpful to receive notices from more than just a limited 
number of procurement offices. 

If you wish to fill out the enclosed form and return it, we will forward the 
completed application to the appropriate Federal agencies in order that you may 
receive bidder’s notices of interest to your firm. 

It would be helpful to us if you would also complete the enclosed questionnaire 
for our office records since we will not retain the bidder application. 

Return to Senator Philip A. Hart, U.S. Senate, Washington, D.C. 
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INITIAL APPL 1 
sre BY GEXERAL SERVICES ADMINISTRATION TAL APPLICATION __ 


REVISION 





BIDDER’S MAILING LIST ‘APPLICATION | |—— 


DATE OF THIS APPLICATION 








2 ADDRESS TO WHICH BIDDING FORMS ARE TO BE MAILED 








4. HOW LONG IN PRESENT BUSINESS — 


{TPE OF ORGANIZATION (Check one) 6. IF INCORPORATED, INDICATE IN WHICH STATE re ? 
‘ 
10 sonra. CO parmensuir CD) corporation . : 


1, RAMES OF OFFICERS, MEMBERS OR OWNERS OF CONCERN, PARTNERSHIP, ETC. 
(A) PRESIOENT 


1 ADDRESS OF MAIN BUSINESS OFFICE 








(C) SECRETARY 








eet 
OWNERS OR PARTNERS 


( MFILIATED CONCERNS (Name, location, and in detail, controlling interest in each) 


PERSONS OR CONCERNS AUTHORIZED TO SIGN BIDS AND CONTRACTS IN YOUR NAME (If agent, so specify) 
Fe reenerr eee 
NAME OFFICIAL CAPACITY 











10. PERSONS TO CONTACT ON MATTERS CONCERNING BIDS AND CONTRACTS (If agent, so specify) 
planeta Rta 























il, INDICATE CLASSES OF EQUIPMENT, SUPPLIES, MATERIAL, AND/OR SERVICES ON WHICH YOU DESIRE TO BID (Use attached let, if any) 


I CATEGORY (See definitions on the reverse of this form and check below the category which applies to the applicant) 


oO (A) MANUFACTURER OR PRODUCER oO (C) REGULAR DEALER (Type 2) 


O (B) REGULAR DEALER (Type J) (D) SERVICE ESTABLISHMENT 
1S NUMBER OF PERSONS NOW EMPLOYED) 14. FLOOR SPACE (Square feet) 



















17. I certify that the information supplied herein (including all 
pages attached) is correct and that neither the applicant 
nor amy person (or concern) in any connection with the 
applicant as a principal or officer, so far as is known, is now 
debarred or otherwise declared ineligible by any agency of the 
Federal Government from bidding for furnishing materials, 
supplies or services to the Government or any agency thereof. 


SIGNATURE OF PERSON AUTHORIZED TO SIGN THIS APPLICATION 


& THIS SPACE FOR USE BY THE GOVERNMENT 





18. NAME AND TITLE OF PERSON SIGNING (Please type or print) 
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INFORMATION AND INSTRUCTIONS 


Persons or concerns wishing to be added to a particular agency’s bidder’s mailing list for supplies I 
or services shall file this properly completed and certified Bidder’s Mailing List Application, together | Go’ 
with such other lists as may be attached to the application form, with each procurement office of on ¢ 


the Federal agency with which they desire to do business. The application shall be submitted 
and signed by the principal as distinguished from an agent, however constituted, 


After placement on the bidder’s mailing list of an agency, a supplier’s failure to respond (sub- 
mission of bid, or notice in writing that you are unable to bid on that particular trang. 
action but wish to remain on the active bidder’s mailing list for that particular item) 
to Invitations for Bids will be understood by the agency to indicate lack of interest and concurrence 
in the removal of the supplier’s name from the purchasing activity’s bidder’s mailing list for the 
items concerned. 


CATEGORY DEFINITIONS 
(See Item No. 12) 


A. MANUFACTURER OR PRODUCER means a person (or concern) owning, operating, or A 
maintaining a factory or establishment that produces, on the premises, the materials, supplies, son 
articles, or equipment of the general character of those listed in item No. 11. Bei 

B. REGULAR DEALER (Type 1) means a person (or concern) who owns, operates, or main- ade 
tains a store, warehouse, or other establishment in which the materials, supplies, articles, 
or equipment of the general character listed in item No. 11 are bought, kept in stock, and sold 
to the public in the usual course of business. 

C. REGULAR DEALER (Type 2) in the case of supplies of particular kinds (at present, petro- 
leum, lumber and timber products, coal, machine tools, raw cotton, green coffee, | 
or hay, grain, feed, and straw) “(REGULAR DEALER” means a person (or concern) satis. 
fying the requirements of article 101 (b) of the regulations, as amended from.time to time, | 
prescribed by the Secretary of Labor under the Walsh-Healey Public Contracts Act (41 U.§, 

§ 
Code 35-45). ® 
s tion 

D. SERVICE ESTABLISHMENT means a concern (or person) which owns, operates, or main- | fac 
tains any type of business which is principally engaged in the furnishing of nonpersonal serv- | 
ices, such as (but not limited to) repairing, cleaning, redecorating, or rental of personal 
property, including the furnishing of necessary repair parts or other supplies as part of the 
services performed. 

B. 8. GOVERNEEKT PRINTING OFFICE 16—-67416-1 
Please return to: 
Senator Philip A. Hart, 1 
U.S. Senate tha 
Washington, D.C. | wit 
bee 

a aE sn das ues ces see bee 

Name of firm thi 

_—————— |;  °+,«+«& «°° °°” ~ —_ 

Type of production and product. = == Yearestablished 

Official concerned with Government contracts | Approximate number of employees 

PRIME CONTRACTING WITH THE FEDERAL GOVERNMENT A 
ren 


It would be helpful to know: reg 
Has your firm bid on any Government prime contracts during the past 5 y 
years? If your firm bid, was it a successful bidder? 
Are there some particular reasons why your firm has not recently sought 
to bid on Government prime contracts? 
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SUBCONTRACTING ON FEDERAL GOVERNMENT CONTRACTS 


plies It is clear that many Michigan manufacturing firms, while often not seeking 

gether Government prime contracts, are definitely interested and active in subcontracting 

fice of on Government contracts. 

nitted Has your firm recently bid on subcontract work under a Government con- 
tract held by another firm? Has your firm been successful in obtaining 
subcontract work? 

 (oub- If your firm has not been actively seeking subcontracting work with 

trane- Government prime contracts, does it have particular reasons for not pursuing 

item) this type of business? 

wren Some of the larger defense prime contractors are conducting special pro- 

for the | grams to utilize the skills and capabilities of smaller manufacturing firms. 


Has your firm been solicited for bids from a prime contractor? 


Has your firm had difficulty contacting prime contractors outside of 
Michigan on possible subcontract work? 


GOVERNMENT BIDDER’s LISTS 


ting, or Announcements of invitations to bid on Government contracts come from 
upplies, some 500 defense and nondefense procurement offices throughout ‘the Nation. 


Being on bid lists from only one office may be a limiting factor in receiving 
adequate notice of bids. 


‘a Is your firm currently on any Government agency’s bidder’s mailing list? 

— Does this include receipt of bid announcements from: 

” OS GSA (General Services Administration) _...._._._._-_-_______- 
wavy. +. NASA (National Aeronautics and Space Administration) _____. 
petro. | Air Force-__. AEC (Atomic Energy Commission) ~_._..-..--_.-----____-_L. 

| coffee, | weer 2.5. 

n) satis. | 

to time, SMALL BUSINESS AND Lasork SuRPLUS AREA SET-ASIDE PROGRAMS 

UB | Special programs are sometimes utilized in Government procurement opera- 
tions to give manufacturing firms in areas of labor.surplus or smaller manu- 

or main- facturers preference in bidding on Government contracts. 

nal serv- Has your firm ever bid on a small business set-aside Government con- 

personal tract? If so, how recently? 

rt of the Has your firm-ever bid on a contract that had a labor surplus set-aside? 

If so, how recently? 
SPECIAL ASSISTANCE OR INFORMATION ON GOVERNMENT PROCUREMENT 

.. Hart, There are many governmental and nongovernmental groups which indicate 
| that. they provide some type of assistance to firms interested in doing business 
with the Government. It would be helpful to know which of the following have 
been helpful to your firm, and any evaluation you may have of how they have 

<------ 9 helpful or how the Government agencies could improve their programs in 

is area. 

ee Helpful assistance and cooperation in obtaining Government contract 
| information has come from: 

Pers Local industrial development group__.___._.____._.. Chamber of commerce__-— 
Small Business Administration_______________-_ Trade associations______ 
Government procurement officials__.__.__________ EOE Ss icidiicictsnmtnsamaues 

meee Michigan Employment Security Commission____ 

Michigan Economic Development Commission__-~ 
As is true in private business, Government procurement offices need to be 
reminded of available skills and interests. Does your sales department make 
> past 5 regular calls on the several procurement offices in Detroit? 


Any other comments that you care to make which would be helpful? 
y sought 
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APPENDIX 2 


A summary chart showing the 10 largest procurement States as represented 
by military prime contract awards with comparisons of their 6-year average 
(1950-56) to the current distribution of awards: 


I. Comparison of military prime contract awards by State, Defense Department 


ee 


Percent of Percent of 
awards, awards, cur. 

om: 1, - rent Jan. | 
o Dec. 1959, t 
asin , to Mar, 





31, 1959 
eee 
OaMPORM.. .. .... nnn ncwnncee meno nnsene- nnn cenemneeenannesecenonasercceceee=e 16.4 25.8 
NEEDS oo rece ce rec rons eserennsecénninonnerenensnessinnnsesecsnesecscene 4.8 21 
a 2.7 67 
DASCHIGAN...... non nnn enon ene senern none sewennneneccceannsnewewesceseces---- 6.4 32 
PION nonce ncennccnonnesnneannpeneereencnsaseennnconnennennenasse--- 2.3 46 
Oe 5.3 47 
ER acviimnieananssstpaswenrnensheteeeegrecnseusennencnvesseceeseen=e= 14.6 113 
ESR can ccesucue ch sucduhsenndans dep chednssiedsdserteabiwdesssccee 6.1 51 
PODREVIVENIG,. 22 2 nonce pan -cmenneennnennp acon peceedaccmesnsoenenasecs--- 4.3 27 
Ee oo acme e ranean wbenocancnesamercoenescncenoenesesesnaganectemnseceren= 3.8 55 
EE st peknreenicngnenhebhesanbensansstosmknndiaswnoet 65.7 77 





II. Labor surplus areas 


The Department of Labors’ Area Labor Market Trends (May) reported nine 
major areas where unemployment was 12 percent or above: 


Detroit, Mich. Wilkes-Barre-Hazleton, Pa. 
Flint, Mich. Mayaguez, P.R. 

Erie, Pa. Ponce, P.R. 

Johnstown, Pa. Huntington-Ashland, W. Va. 


Scranton, Pa. 
There are 11 areas classified as between 9 and 12 percent: 


Bridgeport, Conn. Altoona, Pa. 

Evansville, Ind. Providence, R.I. 

Lowell, Mass. Beaumont-Port Arthur, Tex. 
New Bedford, Mass. Charleston, W. Va. 

Buffalo, N.Y. Wheeling-Steubenville, W. Va. 


Utica-Rome, N.Y. 


Of the 10 largest procurement States, California and Missouri do not have any 
communities listed with unemployment above 5.9 percent. Two States have only 
one community above 5.9 percent but under 8.9 percent—Joliet, Ill., and Toledo, 
Ohio. Texas has only one community near 12 percent—Beaumont-Port Arthur; 
and only one more above 5.9 percent—Corpus Christi. 
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JU. Summary of labor surplus areas in the 10 largest procurement States 
’ (May 1959) 


_— 

















Number 1950 popula- 
Percent of unemployment of areas State tion (com- 
bined areas) 
ee | 
he oi os Sete tue ccnape aac ckahmneencasenaws 2} Michigan--_-._--- 2,012, 711 
Over 12. 2 | Pennsylvania_-_-_. 431, 888 
¢-119..----------------------------------------------------- 2 | Massachusetts- --- 206, 438 
F 2 | New York ‘cline 733, 583 
1 | Pennsylvania- -._- 77,177 
SF Ree os ae 151, 544 
@80.....---------------------2o 2+ noe ns-n=------- = =n -oonen- Ct. 60, 529 
5 | Massachusetts_--_. 575, 905 
2 | Michigan. --.-..---- 243, 772 
5 | New Jersey- ----- 1, 313, 418 
21 New York---..-... 8, 094, 562 
At QROin ow. <seniue, 303, 616 
4 | Pennsylvania_--_-_ 3, 017, 092 
co. ee 108, 287 
De cenwaanco nn esnncnensnpuqascesetasnesenecunesianseet 7 | California__.....-- 4, 755, 950 
2} SOM. eaense 3, 838, 256 
1 | Massachusetts_--__ 801, 444 
4 | Michigan. -_.-...-- 291, 417 
2 | Missouri___..---- 1, 313, 418 
3 | New York-_-_-.-.- 627, 414 
Bh OG. ccuwewccsen 2, 527, 709 
Oy Fe ce 1, 980, 789 





IV. Net value of military procurement actions awarded in labor surplus areas 
and industries as a result of preference—10 States—Defense Department 
July 1, 1958, to Mar. 31, 1959 


NS 1 OW hae SS ee 2, 774, 000 
NTU oa toe testemien Ty Ot; OOO OBMTORNIA .occecenseunccn 2, 659, 000 
NN i see erenerererne ooo eee Ome oo 2, 370, 000 
Massachusetts ~-------.-- eS gS | ey 1, 543, 000 
tiie esieicieereaeitieraccngomces Fig I ia ea nian edie 562, 000 


V. Small business program—contract awards under joint set-aside program— 
10 States summary—wvalue (Small Business Administration) —July 1, 1958, to 
Apr. 30, 1959 


i cnn nmi meg 435, 158, 396 | Massachusetts _....._____ 132, 529, 468 
inca ac tnien BOG, EE OEE FOO eo mkdncnnnnaoken 102, 091, 223 
ik 200; 204; 3431 Tiinol6 2.223 nw 100, 177, 499 
BSOTNCy o642. ta, Se ene 1 Seneeet Cg 64, 827, 846 
re ngs) 153, 396, 953 | Michigan ~.....-..._-_ 58, 776, 772 
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APPENDIX 3 


Truck production in major labor surplus areas, 1958 




















Total | Production | 5 
Area | production | in labor sur- any ise 
plus areas | cation 
— ———_——_|—____ ~—heasiaiesteete 
SEEN retatersse-le Srarten STE Tae ee eae J 76, 203 | None 
i ae aa Se ee ane es 629 | None 
EG bl ee nentheiienieeintidenncssondesssesaeswnnescanne 7 O8O bin casies ea 
Bridgeport (International Harvester)......-...-__._...-......|..........___- 7,043 18 
et ese aAdeeindiie Ae Racuhissin donee Seale et 2%, 032 | None 
line hinennth tReet atte Rie cc Rcadwond neweemnennnccacmcesc 21, 879 None 
Cee ee nnn nemo wns le 2.08 |....... 
Fort Wayne (International Harvester)................--.-____]_..---_______. 19,525 | D 
i a ueccancnloneonanpecescst 10, 563 | D 
lnc ana non SERIE Matic semi tial gh sds cin shea demctekapeitandcen nen i 33, 069 e: 
Louisvilie et hi Rice paid bee casares wennsnneesinctamoon cece saan call 33, 069 | D 
Tee dan saekaahiin aieaiadbaen RG fos cnnnuccdene 
Baltimore PEE yearns enmnnn—nepomnenennn= ceterietat Reimer a toe 19,699 | D 
a sa NES Se i ha tein | We fh ener SS OS 
Detroit (Pontiac) (Dodge, GMC).-.__-._---_-------- Ds suhaueine 120, 553 | F 
ED reeetME Slitheiaceamn bowen nr wanwnran er sna|seewvewe- sans 26,317 | F 
8 ink NS es 2. i iain 9,777 | None 
118, 376 None 
Ee tancccuthacaben 
Bloomfield Ne Te en geal ubhkemuciokae 23,410 | D 
ati dnedithiamalexa nets steed ounce cacmcemnns 28, 495 | None 
ea et et a I TRG Seneccedeosedanl 
Nc ns. cL ccmmwannedudumesmecus -| 92,327 | D 
RE aan A ORE ee ce Ne se ee aes | 598 None 
ee  nameiet bumepmocnenea 14, 465 eines ee 
i aoa tena, ka thc tends heeaersoketnes | 12,985 | D 
eterna dckdtatteeetepeuisicindikicmestemicmn weierdiddiécb nia al 14, 968 | None 
a os smcpebiinbnumpebeeen nan 17, 755 | None 
satin cptatusiecnmeunniewenwndedsbivuhus stktotdtiod 1, 154 None 
te tS | ee eh 8 DAOS 16. ncananee 
i ee | 22,834 | X 
iT ietmmncsninenetittethiinsll.| OO iBT! 70, 031 | 388, 325 











Make | Units nits | Amount Amount 
} 
ener leatenp ieee 
a Na es ee 11, 163 $19, 207, 896 
ne eee wt 7, 610 12, 657,340 
MINI, 20s ccc ceeset ences bok Se erdbce wet detbecke Use umes 1,174 6, 247, 050 
SS REE ST Sra ee a CLA a 1, 629 5, 234, 497 
aaa lla chee ans eutrh nimni shite. Seciokehautinenth 713 3, 781, 871 
ne a ad a eg a in A, ll a Ale eae arpa | 1, 748 2, 446, 603 
ES RE REL ERS TRAE ATS RRO CS 1,828 4, 750, 886 
Teen aiid 25, 865 54, 416, 143 








APPENDIx 4 


HEADQUARTERS, DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF ORDNANCE, 
Washington, D.C., April 15, 1959. 
Hon. Puiurp A. Hart, 
U.S. Senate. 

DeaR SENATOR Hart: During my discussion with you, Senator McNamara and 
Congressman O’Hara on March 18, 1959, a question was raised as to whether 
or not any consideration had been given to a distressed labor set-aside on a 
recent procurement of commercial trucks from the Ford Motor Co. I wish 
to advise you that such consideration was given in this case but a set-aside was 
considered impractical. 

As you probably know the set-aside system prescribes the matching of quota- 
tions between the set-aside and non-set-aside portions of a procurement. In 
procurements of commercial vehicles bids are evaluated by destination on the 
basis of prices quoted f.o.b. origin plus transportation to each destination. Asa 
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result each destination becomes a separate line item which, under the set-aside 
procedure, would have to undergo the splitting and matching process. In this 
case Ford Motor Co. had nine assembly plants to be considered and Chevrolet 
pad three. Additionally, there were approximately 200 different destinations 
for the vehicles. I think you will appreciate the permutations and combinations 

sible with 12 points of origin and 200 destinations. A further complicating 
factor is that neither of these manufacturers continuously assemble all types of 
trucks at each of their plants. 

Taking all these factors into consideration it was the determination of the 
rocuring office that a set-aside was impracticable. It is to be noted, however, 
that although the assembly of these vehicles will not be performed in the Detroit 
area many of the components will be manufactured there and hence will provide 
some measures Of relief to the distressed labor condition. 

I hope this will answer your question. You may be sure that we concern 
ourselves constantly with the distressed labor situation and consideration is 
given to set-asides in every possible case. 

Sincererly yours, 
F. J. McMorrow, 
Brigadier General, USA, 
Assistant Chief of Ordnance, 


HEADQUARTERS, DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF ORDNANCE, 
Washington, D.C., June 12, 1959. 
Hon. Puiuie A. Hart, 
U.S. Senate. 


Deak SENATOR Hart: This is with further reference to your letter of May 14, 
1959, to Gen. F. J. McMorrow, concerning the type of procurements to which 
labor surplus area set-asides can be applied. 

Generally, all procurements over $25,000 where the total quantity desired is 
sufficient to permit dividing into two economical production lots (one for the 
non-set-aside portion and the other for the set-aside portion, are considered 
suitable for the partial set-aside procedure. -However, other factors may be 
present which might make the set-aside procedure impractical in a specific pro- 
curement. Among these factors are rates of delivery, timing of deliveries, mul- 
tiple destination points, and multiple points from which each of the contractors 
may ship. In most procurements, these factors present no special problem 
to the use of the set-aside procedure, or means can be found to overcome any 
difficulties which arise. In the recent case of the procurement of commercial 
trucks, the set-aside was impracticable because of the combination of multiple 
destination points and multiple contractors’ points of origin. However, since 
ous discussions with you, we have been attempting to develop a method which 
would permit the use of set-asides in our procurement of commercial vehicles. 
If we are successful, we shall apply the method on a trial basis to the first 
large commercial vehicle procurement in fiscal year 1960. 

Typical items for which the Ordnance Corps has made surplus labor area 
set-asides are ammunition metal components, rifles, repair parts for weapons, 
tactical vehicles, fire-control instruments, cleaning components, and antifreeze. 

Enclosed as requested is a list of commercial vehicle awards reported by the 
Ordnance Tank-Automotive Command to the Department of Commerce for 
synopsizing this fiscal year, together with the names of the unsuccessful bidders. 

Sincerely yours, 
G. C. CARLSON, 
Brigadier General, USA, 
Assistant 
(For the Chief of Ordnance) 


U.S. SENATE, 
Washington, D.C., May 14, 1959. 
Brig. Gen. F. J. McMorrow, 
Assistant Chief of Ordnance, Office of the Chief of Ordnance, Department 
of the Army, Washington, D.C. 


DEAR GENERAL McMorrow: Your letter of April 15, concerning the difficulties 
surrounding the application of a labor surplus set-aside to the procurement of 
commercial trucks has given me more insight into the problems that you face in 
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this regard. The comments, together with a nonexpert’s reading of the many 
announcements my office has received concerning awards for cars and trucks from 
the Office of the Chief of Ordnance, indicate to me that it is unreasonable to e 

the Department of Defense to apply any set-aside procedures to this type of 
procurements. 

Perhaps it is only accurate to draw this conclusion in those instances where 
vehicles are to be delivered to several different locations as was the case in the 
procurement of commercial trucks from the Ford Motor Co. It may be that my 
general assumption is wrong, but it occurs to me that in the long run I will haye 
a better understanding of the limitations of labor surplus area set-aside programs 
if I can delimit in my own mind the type of procurement activity to which gsyeh 
set-asides actually can be applied. 

In addition to your comments on the above questions, I would appreciate your 
having assembled for me a set of announcements of contract awards for com. 
mercial trucks and cars that have been issued by the Office of the Chief of 
Ordnance during the past 12 months with an indication on each announcement of 
the firms, other than those awarded the contracts, which had made bids. 

Thank you for your continued cooperation and assistance. 

Sincerely, 
PHIxip A, Harr. 


APPENDIX 5 
JULY 6, 1959, 
Senator Puirire A. Hart, 
U.S. Senate, Washington, D.C. 


Dear Mr. Hart: Thank you for your interest in reference matter. We do have 
strong opinions in this matter and shall attempt to present our viewpoint and 
experience herewith. In order for brevity, we are taking the liberty to outline 
as much as possible, as follows: 


GENERAL OBSERVATIONS AND COMMENTS 


1. Approximately 90 percent of Government procurement is by negotiated 
procurement. 

A. Pressure groups, Washington sales representatives, retired or resigned 
key military personnel, weapons concept system of procurement, vehicle engi- 
neering agency awards, etc., do not permit a small independent engineering com- 
pany the opportunity to compete. 

B. Recipient companies of Government contracts add personnel in all depart- 
ments and increase facilities. 

1. They do not subcontract (engineering) to established qualified companies. 

2. They proselyte (engineers) personnel without fully evaluated capabilities 
resulting in a continuous cycle of increased labor costs and decreased efficiency. 

8. They acquire additional (engineering) personnel from so-called “flesh 
peddling” engineering companies who further proselyte and distort capabilities 
of personnel resulting in increased costs due to ineffciency, per diem allowances 
and other costs. 

4. At any given point of growth, such companies increase their influence 
pressures to sustain or increase their volume of Government business. 

C. Once established as a weapons system manager or vehicle engineering 
agency an enviable and preferred status is obtained. 

1. Regardless of real competence, efficiency or performance evaluation, their 
position receives preferrential consideration in opportunities to bid and in 
awards received. 

2. Subcontracting is restricted among other similar companies who presented 
bids but lost the prime contract. The final award remains in the family of 
such companies to the entire exclusion of the many not so favorably situated 
organizations. 

D. The ratio of dollars expended for engineering as related to the total dollars 
allocated for the complete program is far greater than for procurement of 
former years. 

1. Consequently, the favored contractors have gone into the engineering 
business in direct competition to the independent engineering industry. 

2. The limited subcontract awards are restricted to geographical areas of from 
10 to 50 miles proximity. 
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3, Many of such contractors utilize proprietory items or acquire proprietory 

hts further strengthening their position. Pioneer, in contrast, selects those 
commercial items best suited to the engineering requirement regardless of source 
of supply. Any new developments or patented features become the sole property 
of the Government. . wi 2 

9, Approximately 10 percent of Government procurement is by competitive 
Re ach of the available contracts is for material and production items. Very 
little is of the purely engineering characteristic. Some is for the design and 
puild of highly competitive items where the emphasis in on the build. 

B. Procurement is preferred through firm price bidding. 

C. Where other basis of procurement is allowed, the characteristics of ASPR 
XV, section 2, reduces the profit factor to an undesirable minimum. Other 
arbitrary disallowances of Government auditors further reduces the profit factor. 
Precontract negotiations and final contract payments and negotiations further 
reduces the profit factor. A net loss on such Government contracts is not an 
unusual experience. 

8. The Small Business Administration set-aside program, in our experience, 
has not helped. We question whether engineering services is one of the items 

t-aside. 
= There are a limited number of reputable, highly qualified engineering 
companies that are capable of performing certain specialized phases of the 
engineering effort. Our experience is that Government contracting personnel 
procure primarily upon cost analysis factors alone and only those costs antici- 
pated for the engineering phase. The price paid for the engineering phase is 
only a very.small portion of the total cost when one considers the cost of tooling, 
production, assembly, performance and life factors, maintenance and service, re- 
liability and quality, ete. Apparently, no experience or consideration of the 
total cost to the Government is made. 

5. Relative to the “bidders mailing list application” form submitted with your 
letter. We have executed and mailed many of these similar forms. In fact, 
the greatest response that we have received is a notification to fill out a new 
type form or a duplicate form in order to remain on the bidders list. 

The information contained herein sounds more like an expression of bitterness 
toward our peculiar position relative to Government procurement. We hope 
that some constructive material has been presented. 

Very truly yours, , 


Hon. Poitie A. Hart, 
U.S. Senate, Washington, D.C. 


Deak SENATOR Hart: Thank you very kindly indeed for your leter of June 23 
in which you express an honest interest in steering Government business to 
Michigan. 

We have been fortunate enough to secure orders for some of our machines 
from the Navy but in practically every instance the business has only been ob- 
tained as a result of our having submitted the lowest price on a machine which 
will meet the specifications. 

We haven’t, as yet, seen much sign of any of the armed services favoring small 
business, but we don’t know what may go on behind the scenes. 

We do know, however, that in the majority of cases specifications for grinding 
machines such as we manufacture are most often written around machines 
being manufactured by the largest machine tool builders, who cannot qualify 
as small business by any means, rather than around the product of the machine 
tool builder who possibly makes a fine machine and who rates as small business. 

We are returning the bidder’s mailing list application which you submitted, 
executed to the best of our ability, and once again express our appreciation for 
your interest. 

Yours very truly, 








JULY 6, 1959. 
Hon. Puoiuie A. Hart, 
U.S. Senate, Washington, D.C. 


Dear SENATOR Hart: This is a reply to your welcome letter of June 25 signi- 
fying your interest in assisting all of us in Government contracts. 

Yours is a difficult undertaking magnified by some lack of persistence on the 
part of us manufacturers. 
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There are contracts let every day for which Michigan manufacturers could 
compete very favorably. The problem is sales expense. I have spent years 
making these contacts and preparing bids; I have seen syndicates of manufge. 
turers (particularly in the Rockford, Ill., area) attempt to consolidate their re 
sources on cooperative bidding. I have yet to see an effective means of overcom. 
ing the obstacle of the high cost of solicitation and preparation of bids, 

It is frequently necessary to bid 10 jobs to get 1. Think of the hazard og 
overexposure of resources in recklessly bidding too many at one time. The rm 
sult is prudent restraint and the resulting loss of time through spacing bidding 
to prevent this overexposure. 

I have attended many of the traveling military procurement exhibits, and haye 
visited many Government offices including the small business representatives, 
They are all most courteous and sincere. The estrangement between procure. 
ment and facility is broad and filled with imponderable communication’ barriers; 
the problem of communicating and interpreting the capacity of the facility to 
meet certain types of procurement. 

After much experience and thought I believe the most likely way wonld be 
the formation of a manufacturers’ committee composed of men who have the 
“feeling” for what a facility can do. This committee would act as salesmeg 
rotating assignments to travel to Washington and other procurement centers and 
look at everything going out and channeling the proper invitation (after screep. 
ing) to the Michigan facilities best suited. Such a committee could easily be 
constituted by individuals from various Michigan communities. The local 
chambers of commerce or manufacturers organizations could help in getting 
proper men assigned and notifying local facilities of the plan and inviting 
participation. 

This activity would need no long-term trial, after 30 to 60 days results should 
be apparent. 

We, at Automatic Controls, would feel much better about explaining the work 
we need to an understanding fellow manufacturer and would have some conf- 
dence in being remembered when “ideal” opportunities popped up on the 
procurement invitations. 

Sincerely yours, 








P.S.—The outlined activity with cooperation of community and chambers of 
commerce, etc., is entirely consistent with my belief that more payrolls can be 
created by helping existing business than recruiting and relocating new indus- 
tries into an area. 


JULY 8, 1959. 
Hon. Puiuip A. Hart, 


U.S. Senate, Senate Office Building, Washington, D.C. 

DEAR SENATOR Hart: We have your letter of June 26, 1959, dealing with the 
decline of prime contract allocations to Michigan industries. We are celebrating 
our 50th anniversary as a Michigan manufacturer. We designed, engineered, 
and have built the running gear comprising axles and auxiliary transmissions for 
2% ton 6 by 6 and larger military tactical trucks as used by our Government 
in World War II and the Korean conflict, as well as the designs which are now 
current. You can, therefore, well understand why we share your alarm and 
concern over the decline of allocation of defense contracts to Michigan industry. 

We feel that you can help the Michigan truck and truck parts industry by 
taking some action to deter the Defense Department from allocating contracts 
for increasing volumes of military trucks to foreign industry. 

The magnitude of these foreign allocations in evidenced by the New York 
Times of Sunday, April 26, 1959, which reported that the U.S. Army expects to 
order from Japan 37,575 military vehicles of various types in the near future. 
It states that this is part of a Washington 5-year program, begun in 1956, to 
replace or rehabilitate 300,000 military vehicles leased to Asian allies under 
military assistance agreements. Japanese automakers are preparing for pro 
duction of 19,031 2% ton trucks, etc., which, with accompanying spare parts, will 
cost U.S. taxpayers more than $150 million. Last year 4,784 trucks and jeeps 
were built by the Japanese for the program at an overall price of $17,782,000. 
The article states than 10,000 vehicles had been procured by the United States 
during the Korean war from Japanese manufacturers, 

The placing of these orders has led to greater unemployment in Michigan. 
If these Asian-built trucks had been purchased in the United States, on the 
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pasis of past allocations, a vast percentage of the vehicles would have been 
furnished by Michigan-based Chrysler, General Motors, and Reo, and their 
suppliers, many of whom are Michigan manufacturers both large and small. 

The balance of the trucks which would have gone to out-of-State truck 
puilders, a large majority of whom are assemblers of major components, would 
have acquired a large percentage of their parts and components from Michigan 
manufacturers. The vehicle, components, and parts business would have made 
(and will make) for hundreds of thousands of Michigan man-hours of employ- 
ment and would have materially alleviated the Michigan unemployment problem. 
It would also have restrained the flight of dollars to foreign countries which 
many of your constituents feel is economic folly. 

We feel that all of your constituents will very much appreciate anything you 
do to assist our Michigan automotive truck company which, if the offshore 
procurement policy continues, will lead to still further decline of defense con- 
tracts to Michigan industry and greater unemployment. 

Very truly yours, 








JULY 9, 1959. 
Senator Puiiie A. Hart, 
U.S. Senate, 
Washington, D.C. 

Dear Six: I have your letter of June 24 and I have been going through the 
motions of getting our name back on the list of bidders. There is not a lot of 
our materials used but I found out about a buy recently (too late) at Raritan 
Arsenal that I did not even hear about. In this instance they sent the inquiry 
to only one manufacturer of the material and all the rest to wholesalers and 
retailers. The contract was given to a wholesaler at the cheapest price and we 
know he is not furnishing the specified material at this price. However, we 
are only interested in hearing about these buys beforehand. In times past they 
used to pick out the items we made and sent us the inquiries. Now we have 
to go through reams of bid inquiries to be sure we cover and how are we going 
to cover all of the various agencies? 

Ihave not filled out the application until I hear from you. 

Sincerely, 


JUNE 26, 1959. 
Senator Puiuip A. Harr, 
US. Senate, 
Washington, D.C. 


Deak SENATOR Hart: We are in receipt of the forms mailed from your office 
in regard to being placed on the mailing list for open bids by the General Services 
Administration or the Department of Defense. 

We are most gratified that one of our congressional representatives has taken 
this interest in the industry of the State of Michigan. 

We are enclosing the bidders mailing list application and have completed it 
to the best of our ability. 

We feel that providing price, quality, and service are competitive, Michigan 
corporations should place their business with industry within the Stete rather 
than outstate. We feel that this practice after becoming a fact would attract 
new industry to locate in Michigan. 

Very truly yours, 


Senator Puiiip A. Hart, 
U.S. Senate, 
Washington, D.C. 


Dear SENATOR HART: We wish to acknowledge and thank you for your letter 

of June 25 in regard to securing Government contracts for our Michigan business 
8. 

For several years we have received invitations to bid on Government supply 
contracts issued by the Department of the Army—Ordnance Corps, Headquarters 
Ordnance Tank Automotive Command. We have spent many hours estimating 
on these contracts but have never been successful in getting one. We feel that 
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inasmuch as we have been in this type of business for 30 years and have been 
successful in it there must be something wrong that we should have so mnch 
difficulty in getting a Government contract. 

The latter part of 1958 we decided that we would no longer quote on prints 
that we received from the procurement office as we felt we were wasting oor 
time. We would be glad to quote again if it would be possible to get contragts 
from the Government at the prices we know to be fair and reasonable. 

We have completed the bidders mailing list application and will be pleageg 
to receive the bid announcements. 

May we again thank you for your interest in trying to bring Government wor 
to our Michigan men and plants. 

Yours very truly, 


Senator Purp A. Hart, 
U.S. Senate, 
Washington, D.C. 


Dear Sir: Personal calls as well as correspondence have been made to several 
procurement offices, including Detroit and Chicago, in an effort to promote gales 
of our line of rotary tables (used in machine shops and manufacturing opera- 
tions). The writer has also discussed with many individuals of the Army, 
Navy, Air Force, and SBA the problems encountered in this endeavor. 

Procurement offices request bids, and/or place orders, for items which are 
requisitioned by the personnel or departments having specific requirements, 
As an order must originate from these departments, promotion of sales: must 
also start at this point. Consequently, people authorized to requisition or buy 
certain products must first be cognizant of them. Here is the heart of our 
problem: Names of personnel and location of these departments apparently 
are not available and cannot be contacted if not known. As a result, we have 
been unsuccessful in trying to sell our products to the various departments of 
the Government such as arsenals, ordnance depots, etc. The procurement offices 
and various people contacted could offer no suggestions along this line. 

Yours very truly, 


NATIONAL ASSOCIATION OF ENGINEERING COMPANIES, 
Detroit, Mich., June 16, 1959. 
Hon. Puivip A. Hart, 
Senate Office Building, Washington, D.C. 


DeEaAR SENATOR Hart: This confirms our meeting held in Washington on Monday, 
May 4, 1959, with respect to the method of procurement utilized by various 
branches of the Armed Forces at the present time. 

As discussed in this meeting, it is very apparent that all branches of the 
Armed Forces, particularly the Air Force, are utilizing the weapons system 
concept in the procurement of war items. Although there are many procure 
ment regulations relating to the desirability of subcontracting and “utilization 
of facilities located in distressed areas, there are no standards in existence 
which would permit one to determine whether or not these regulations are being 
followed. The reason for this is that under the weapons system concept the 
entire responsibility for the development, subcontracting, and manufacture of 
the product is placed with the prime contractor. Once a weapons system con 
tract is made with a prime contractor the Armed Forces never make any attempt 
to determine whether or not the procurement regulations are followed. They 
assert that they do not have sufficient personnel with experience to determine 
whether or not the procurement regulations are being followed. Normally, the 
prime contractor will also assert that any attempt by the Government to investi- 
gate these matters would constitute an undue interference with his prerogatives 
and would interfere with the completion of the contract. 

There are undoubtedly certain items which must be procured on the basis of 
the weapons system concept. However, it would still seem reasonable for the 
Armed Forces to set up criteria and standards to determine this and, also, to 
determine if the most economical and feasible methods of contracting, including 
subcontracting and use of existing facilities, are being used. If they do not 
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nave the personnel themselves, there are various independent facilities available 
to the Armed Forces, including independent engineering companies who employ 
ualified. production engineers and industrial specialists and who are engaged 
in a variety of product design work and research in addition to the production 
engineering phases, including process planning, design of special machines, 
fixtures, plant layout, time study and automation, who would be in a position to 
make studies which could give to the Armed Forces the necessary technical as- 
sistance. These companies are in a position to analyse the processes of economic 
and expeditious production without bias or prejudice or even without uncon- 
sciously favoring a particular method of production or subcontractor. As pro- 
duction specialists, they could be used to make engineering studies to determine 
whether the design is “economically producible.” Conceivably, these studies 
could include an analysis to determine whether subcontracting is feasible and 
whether standardized parts and existing facilities are available. If properly 
used by procurement officers, the results of such studies could be utilized to 
avoid concentration of military purchases in a few large companies, which 
sometimes occurs under the weapons system concept. Under the weapons sys- 
tem concept, all phases of research, development, and production, including sub- 
contracting, become the responsibility of the prime contractor. There may be 
many items being procured where engineering studies would show that the 
product could be purchased not as an entire system, but, rather, broken down 
into integrated parts which could be purchased directly by the Government from 
smaller manufacturers; and, of course, there are many items of military equip- 
ment which, if proper engineering studies were made, could be purchased 
directly from small manufacturers. It must be recognized that where the 
Government purchases entire systems without having available production en- 
gineering studies, it must rely entirely upon the prime contractor who may 
utilize more expensive methods of production and build his own facilities for 
purposes not related to expeditious and economical production of the end 
product. 

It is our belief that such engineering studies will not delay but, rather, would 
facilitate the production of the military equipment without interfering with the 
responsibility of the prime contractor. If producibility studies are commenced 
upon completion of the research and development of the product and concurrent 
with the construction of the so-called “breadboard” model, they should actually 
expedite production. Research and development engineers working on the 
construction of a breadboard model are more interested in the function as it 
relates to the performance specifications than they are in the producibility 
of the item. Production engineering experience is quite different from research 
and development engineering experience. Experienced production engineers can 
work simultaneously and efficiently with research and development engineers. 

The use of producibility studies would not interfere with the responsibility 
of the prime contractor. The purpose of such an analysis is to determine the 
most expeditious and economical producibility of the item involved. It would 
involve an evaluation for feasibility of the original design for established re- 
quirements.and specifications, functional changeability, evaluation for materials, 
fits and surface finishes, manufacturing methods and manufacturing costs eval- 
uation including motion and time study, evaluation of maintenance require- 
ments, comparable products analysis and evaluation, standards evaluation, 
availability of latest material and standard parts in order to insure interchange- 
ability, function, and producibility of the item in the most economical way for 
the amount of production needed. These studies would be available to the prime 
contractor as well as to the Government and in no way would eliminate the 
responsibilities of the prime contractor for the most economic and expeditious 
production of the item. 

I trust that the enclosed information is sufficient to indicate the fact that it 
may be desirable to require the Armed Forces to utilize independent engineering 
services in procurement. ‘These companies’ studies would be available to both 
the Government and industry and would assist in determining whether or not 
the procurement regulations are being followed. 

I would be happy to discuss this matter further or submit additional infor- 
mation if you desire. 

Very. truly yours, 
Rosert A. SULLIVAN, 
Ezecutive Secretary. 


43452—59——-22 
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Senator THurmonp. That completes the testimony before the gyb. 
committee today. 

We will meet again on next Tuesday morning at 10:30. 

We stand adjourned. 

(Whereupon, at 12:30 p.m., a recess was taken, the committee to 
reconvene at 10:30 a.m. Tuesday, July 28, 1959.) 


EE ———EEE 
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TUESDAY, JULY 28, 1959 
U.S. Senate, 


SpectaL SUBCOMMITTEE OF THE 
CoMMITTEE ON ARMED SERVICES, 
Washington, D.C. 

The subcommittee (composed of Senators Thurmond, Stennis, 
Ervin, Cannon, Saltonstall, and Bush) met, pursuant to recess, at 
10:30 a.m., in room 212, Senate Office Building. 

Present: Senators Thurmond (chairman of the subcommittee), 
Cannon, and Saltonstall. 

Also present: William Darden of the committee staff. 

Senator THurmonp. The subcommittee will come to order. 

The first witness this morning represents the General Services 
Administration. He is Mr. Clarence D. Bean, Commissioner of the 
Federal Supply Service. 

Mr. Bean, you may proceed with your statement. 


STATEMENT OF CLARENCE D. BEAN, COMMISSIONER, FEDERAL 
SUPPLY SERVICE, GENERAL SERVICES ADMINISTRATION; AC- 
COMPANIED BY J. H. MACOMBER, JR., GENERAL COUNSEL; 
CHARLES W. GASQUE, JR., ASSISTANT GENERAL COUNSEL; AND 
PAUL BARRON, STAFF DIRECTOR OF THE INTERAGENCY PRO- 
CUREMENT TASK FORCE 


Mr, Bran. Mr. Chairman, and gentlemen of the committee, Mr. 
Franklin Floete, Administrator of General Services, has requested 
that I express his regrets over not being able to appear personally 
before your committee this morning. He has asked me to present this 
statement to you on his behalf. 

I am Clarence D. Bean, Commissioner of the Federal Supply 
Service, and am accompanied by Mr. J. H. Macomber, Jr., General 
Counsel; Mr. Charles W. Gasque, Jr., Assistant General Counsel; 
and Mr. Paul Barron, Staff Director of the Interagency Procurement 
Task Force. We appreciate the opportunity to participate in these 
fale on the very important subject of Government procurement 
policy. 

Weare very much interested in the legislation which is now pending 
before your committee because, while it deals with military procure- 
ment, if enacted it is bound to have a major impact upon Government 
procurement as a whole. Concerns which deal with the military 
departments also deal with GSA, AEC, Federal Aviation Agency 
and practically all the large procuring agencies. 
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As you know, the Congress has vested in the Administrator of Gen. 
eral Services, pursuant to section 201 of the Federal Property ang 
Administrative Services Act of 1949, authority to prescribe procure. 
ment policies and methods for application to executive agencies, with 
the right of the Secretary of Defense to exempt his Department in 
specific cases where essential to the national security. Because of the 
inconsistencies between procurement policies and procedures of the 
various Government agencies, the President had asked the Adminis. 
trator, in cooperation with the Department of Defense, the Small 
Business Administration, and the other procurement agencies, to un- 
dertake a survey of Government procurement problems, in part, to 
eliminate or minimize these inconsistencies. 

As a result of this survey, we recommended legislation recently en- 
acted by Congress as Public Law 85-800, designed, among other 
things, to secure uniformity in Government procurement procedures, 
Also, we have recently established the Federal procurement regula- 
tion system designed to provide a framework within which procure- 
ment policies and procedures throughout the Government may be 
coordinated to promote greater uniformity and thus make it easier for 
the businessmen to do business with the Government. 

We have already issued:a significant portion of regulatory material 
in this FPR system and are working further toward its completion. 

Before getting into the specifics of these three bills, I would like 
. present to the committee a few remarks indicating our general point 
of view. 

First, Government practices should be streamlined and efficient as 
possible with the same basic “ground rules” used by all procurement 
agencies unless particular circumstances warrant otherwise. This is 
the only way Government. practices can make,sense to the average 
businessman selling to the Government as procurement is complicated 
enough without unnecessary variations in the practices and policies of 
the various buying agencies. Second, we recognize that the complex- 
ity of modern weaponry requires some sioditlead procurement pro- 
cedures, such as those which may be necessary in relationship to the 
weapons system procurement. Third, as an agency involved in pro- 
curement policy, we fiirmly believe in the maximum practicable use 
of competition since competition provides the Government with eco- 
nomic safeguards which have proven effective in minimizing the cost 
of our overall procurement program. 

On the other hand, we feel that it is not always possible in gettin 
competition to employ strict formal advertising, as in the case 0 
procurement of new items where precise detailed specifications upon 
which open competition may be based simply cannot be developed in 
time for use in the procurement. However, even though formal ad- 
vertising may not be the most efficient or flexible contracting technique 
in certain types of cases, we think that there is a substantial area 
for practical application of competition in entering into so-called 
“negotiated” contracts. 

Within GSA it has been and will continue to be our purpose to em- 
ploy the maximum amount of competition which is feasible in con- 
nection with any procurement, whether our procurement is labeled 
“formally advertised” or “negotiated.” : 

Getting down to the specifics of these three bills, I would like to 
summarize our views with respect to each bill. 
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With respect to S. 500, we are frankly opposed to the enactment of 
certain portions of this legislation for two principal reasons. First 
according to the analysis of the bill (in the Congressional Record of 
Jan. 20, 1959, p. 811), one of its objectives would be to cut across the 
jurisdiction of GSA, under the Federal Property and Administrative 
Services Act. With respect to procurement policies and procedures 
on a governmentwide basis, GSA has worked with the Department of 
Defense for some 10 years now under existing law, and particularly 
recently, has achieved wholesome improvements in coordinating pro- 
curement policies. In our view, it would be a serious mistake to 
undermine these efforts at this time by enacting legislation which 
would practically exempt the Defense Department from any signifi- 
cant measure of responsibility to coordinate its procurement practices 
with the rest of the Government. We have consistently taken a whole- 
some and flexible attitude in working out differences relating to pro- 
curement policies which crop up between agencies in our day-to-day 
relationships. 

Unless the legislative analysis which affects the existing DOD-GSA 
jurisdictional relationship is modified to make it clear that no change 
in such relationship is intended, enactment of S. 500 would undermine 
these major governmentwide efforts which are just now bearing fruit. 

Moreover, we doubt that the sponsors of this bill could have intended 
so serious a change in important relationships between major agencies 
of Government to be accomplished in so casual a manner as the inser- 
tion of an explanatory statement in the Congressional Record. If 
this is the purpose, then full and fair consideration of the merits of 
such a view would more likely result from a direct proposal to amend 
the Federal Property and Administrative Services Act itself. As you 
know, the enactment of that law was accompanied by the fullest pos- 
sible consideration of this very issue of jurisdiction between the 
Defense Establishment and the General Services Administration. 

Our second concern over the enactment of S. 500 relates to the 
treatment of competitive negotiation. Since we cannot entirely 
eliminate the necessity for use of negotiation, there is justifiable need 
to recognize competitive negotiation as a part of the procurement 
process. However, in our report to your committee on S. 500 we ex- 
pressed serious concern over the latitude which this bill would afford 
to limit competition in using competitive negotiation, and we wish at 
this time to reiterate our concern over the abuses which may result. 

Apart from the considerations mentioned, if only the law relating 
to procurement by the armed services is to be amended, this will create, 
by statute, new inconsistencies between- Government procedures which 
can be eliminated by corresponding amendments to the Federal Prop- 
erty and Administrative Services Act. It should be understood, of 
course, that many like items are bought both by military and non- 
military agencies. Also, many items used by the Defense Department 
are actually bought by GSA. The same concerns which sell to the 
military departments also do business with most of the other large 
ne agencies. These interrelationships make uniformity in the 
aw on this subject a practical necessity. 

Concerning g 1383, basically, we have no objection to the purpose of 
the bill which is to emphasize the need for effective competition. 
Such legislation, however, should not be enacted in disregard of gov- 
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ernmentwide coordinated effort to eliminate inconsistencies between 
Government agency procurement procedures, as explained more fully 
in our comments on S. 500. 

We understand from informal discussion with your legislative coup. 
sel that there is no intent, in connection with S. 13838, to change the 
existing relationship between the Department of Defense and the 
General Services Administration concerning their respective regula- 
tory jurisdiction, or to limit the authority available to the latter 
agency under present law. To preclude any doubts in this connee. 
tion, however, if S. 1383 is to be enacted, we suggest that the law 
itself or the legislative history on this bill clearly reflect this point. 

S. 1383 also would increase the paperwork and administrative 
requirements of the procurement process because of the additional 
reports and records required. We would ask that there be eliminated 
from the bill any provisions which would unnecessarily increase exist- 
ing paperwork, records, and administrative costs of procurement. 

With respect to S. 1875 we, of course, agree with the desirability of 
requiring competition in the use of negotiation. The bill, however, 
would go further in that it would introduce into an already complex 
procurement process additional criteria for award. ‘The requirement 
that agencies consider geographic areas, as well as suppliers from 
whom little procurement has been made, seems fair enough as an 
abstract proposition. However, we think that there would be consid- 
erable difficulty in applying these concepts. Here again statutory 
criteria would be indispensable to avoid the contentions and disagree- 
ments which would arise out of efforts to distribute business on a 
geographic and share-the-business basis. 

Since, as we have pointed out, changes in the present Armed Serv- 
ices Procurement Act will inevitably affect Government procurement 
generally and most likely result ultimately in similar changes in the 
Federal Property and Administrative Services Act, we would be 
happy to participate in any efforts to further refine proposed legis- 
lation now before your committee. 

We appreciate the opportunity that you have afforded us to present 
our views on this very important subject. 

Senator Tuurmonp. As I understand it, Mr. Bean, you have a few 
main objections to this bill. First, you feel that Government ne 
tices should be streamlined as much as possible with the same basic 
ground rules as to the use of similar procurement procedures unless 
particular circumstances warrant otherwise. 

Mr. Bean. That is right, sir. 

Senator THurmonp. The General Services Administration now does 
purchase things for just what agencies of the Government? 

Mr. Brean. All agencies of the Government. 

Senator Tuurmonp. All agencies except the Defense Department! 
Do they follow the practice of competitive negotiation ? 

Mr. Bran. Well, we do a considerable amount of purchasing for 
the Defense Department. 

Senator THurmonp. What is it that you do not handle for the 
Defense Department and under what circumstances ? 

Mr. Bran. Of course, Senator, we do not handle any military hard- 
ware. We only deal in common-use items. 
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Senator THurMonD. What percentage does the items that you pur- 
chase for the Department of Defense constitute of the total that they 
urchase ¢ ; 
Mr. Bean. Of what they purchase it is not very large. However, it 
is about 65 percent of the goods that we are purchasing. We will pur- 
chase this year nearly $1 billion worth of goods and about 65 percent 

of it is for the military. 

Senator THuRMOND. 65 percent of what you purchase ? 

Mr. Bean. Yes, sir. 

Senator THurMoND. What you purchase for the military consti- 
tutes what percent of what the military department purchases ? 

Mr. Bean. I am not prepared to answer that. 

Senator THurmMonpD. Would you get that for the record ? 

Mr. Bean. I would be very happy to. 

(The information requested follows :) 

The total value of Department of Defense procurement actions during fiscal 
year 1958 (including intragovernmental transactions) was $24,196,977,000." 
Through the facilities of GSA contracting and distribution in fiscal year 1959 
$493,600,000 of property and services were provided to the Department of De- 
fense. This represents 2 percent of the 1958 total military procurement volume. 
If major military hard goods (aircraft, guided missile sytems, ships, weapons, 
ammunition, etc.) services and military construction are excluded, GSA con- 
tracting and distribution facilities provide for 12 percent of total military 
purchase of supplies. 

Senator TuHurmonp. What about the AEC, the Atomic Energy 
Commission? Have you purchased for it? 

Mr. Bean. We purchase a considerable number of things for them, 
yes, Senator. 

Senator THurmonp. And what is it that you purchase for them ? 

Mr. Bean. Well, we do not purchase the technical things that they 
use in their experimental and manufacturing work. We supply only 
the common-use items. 

Senator Tuurmonp. So they practice competitive negotiation in 
their purchases, too ? 

Mr. Bean. Well, sir, I am not familiar with the method of procure- 
ment which they carry on for themselves. 

Senator THurmMonpb. Where is your line of demarcation of what you 
purchase for the Defense Department and for the Atomic Energy 
Commission and what they purchase? Do they call upon you, or 
do you exercise a prerogative given under the law? Who makes that 
judgment and that decision as to who purchases what ? 

Mr. Bean. This being a legal matter, I would prefer to have Mr. 
Macomber answer, if you will. Would that be permissible ? 

Senator THurmonp. Surely. 

Mr. Macomser. Well, in general, Senator, I think that under the 
Federal Property and Administrative Services Act of 1949 we have 
authority to prescribe policies and methods of procurement and to 
procure for other agencies subject to the proviso in section 201(a) of 
that act, that the Secretary of Defense may exempt the Department 
of Defense from such action when he determines the exemption to 
be in the best interests of national security. 





?All DOD figures taken from OSD publication “Military Prime Contract Awards to Small 
Business and Other Contractors, July 1957—June 1958,’ dated Oct. 29, 1958. 
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However, as a matter of practice, GSA action in this regard is ord}. 
narily taken upon a cooperative basis. We have recently, in the past 
few years, taken over certain types of procurement from the Defense 
Department which historically the military departments had made 
for themselves. 

Senator THurmonp. In other words, the Secretary of Defe 
when he purchases, can purchase through you or purchase directly 
himself; is that the answer to the question ? 

Mr. Macomser. Not quite, sir. The Secretary of Defense does haye 
authority unless otherwise directed by the President to exempt him- 
self, but the emphasis is a little bit on the other side from the Way you 
expressed it, Senator. 

We have the authority in the first instance to prescribe procure- 
ment policy and procedure and to procure and supply personal prop- 
erty and nonpersonal services for the use of executive agencies, but 
the Secretary of Defense may exempt his Department if determined to 
be in the interest of national security. As a matter of practice, as 
I say, it is usually done on a basis of mutual understanding. 

Senator THurmonp. But if the decision has to be made, the Seere- 
tary of Defense can make it, can he not, unless the President directs 
otherwise ? 

Mr. Macomper. Upon a determination that the exemption is in the 
interest of national security. 

Senator Tuurmonp. What about the Atomic Energy Commission? 

Mr. Macomper. The Atomic Energy Commission does not have a 
similar right to exempt themselves. In some areas, under their legis- 
lation, they have broad procurement authority. 

Senator THurmMonp. Would you explain to me just under what 
circumstances you purchase for the Atomic Energy Commission and 
who makes that decision ? 

Mr. Macomser. Well, in general, we purchase the so-called com- 
mon-use items, Senator, the items which are used widely throughout 
the Government and where there is an advantage to be obtained from 
centralizing purchases, and the other agencies, not only Defense and 
AEC, but all other agencies, purchase or procure for themselves 
specialized items that they need. 

Senator TuHurmonp. Who makes the decision as to whether they 
purchase through you or purchase directly for the Atomic Energy 
Commission ? 

Mr. Macomper. We make the decision, but we make it as our act 
requires us to do, upon the determination that it is advantageous to 
the Government in terms of economy, efficiency or service, and after 
giving due regard to the program activities of the agency concerned. 

Senator THurmonp. So you do have the power of decision com- 
pletely with reference to all agencies except the Defense Depart- 
ment; but you generally work with and coordinate with some agencies, 
such as the Atomic Energy Commission ? 

Mr. Macomser. That statement is generally true except that we 
work with and coordinate our actions with all agencies. 

; Senator TuHurmonp. You understand, I am just trying to get the 
acts. 

Mr. Macomser. I am not prepared to say categorically that there 
are no other agencies that do not have some separate statutory au- 
thority, but, generally speaking, your statement is correct, sir. 
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Senator THurmonp. I believe your second objection to the enact- 
ment of S. 500 relates to the treatment of competitive negotiations. 

Mr. Bean. Mr. Macomber, would you care to continue? 

Senator THurmonp. That is correct, is it not ? 

Mr. Macomper. Yes, sir. 

Senator THuRMOND. You are concerned about the latitude that the 
pill would afford to limit competition in using competitive negotiation. 
I believe that is correct. 

Mr. Macomper. Yes, sir. 

Senator THurmMonp. Would you elaborate a little bit on that? 

Mr. Macomper. As we read the bill, Senator, it would permit com- 
petitive negotiation to be substituted at any time for formally adver- 
tised procurement. I think I am getting a little bit outside of the legal 
field here, Senator, and Mr. Bean may want to comment on this. 

Mr. Bean. Goright ahead. 

Mr. Macomper. But, in general, we do not think it is necessary to go 
quite that far, that is, to substitute the right to negotiate on any and 
every occasion for formal advertising. 

We believe that in many instances the best price can be procured by 
the Government by the old established formal advertising procedure; 
in addition to that, the other principal aim of the formal advertising 
procedure can be attained, that is, the aim of giving everybody an 
equal opportunity to do business with the Government. We think 
that competitive negotiation gives a certain amount of leeway for 
selecting the concern with whom you will engage in competitive 
negotiation and does not permit everybody an equal opportunity to 
submit their proposal to the Government. 

Senator THurmonp. And I believe that you are concerned that 
abuses may result if this bill should be passed. 

Mr. Macomser. We think there is that possibility, yes, sir. 

Senator THurmMonp. Well, as a matter of fact, somebody brought 
out in testimony here that the procedures now followed by the Defense 
Department are very similar to the provisions of S. 500. Are abuses 
now occurring ? 

Mr. Macomper. I am not prepared to make any statement on that, 
sir. I don’t know whether there are. 

Mr. Bean. If you will permit, Mr. Barron may answer that question. 

Senator THurmonp. Yes, surely. 

Mr. Barron. Senator, we recognize the fact that competitive nego- 
tiation is now used and in probably most cases properly used. We 
recognize also that there is a need for an area of competitive 
negotiation. 

What we feel primarily concerned about is that S. 500 would permit 
competitive negotiation as a complete alternative to formal 
advertising. 

In other words, under that bill if enacted, formal advertising as 
such could be 100 percent eliminated and the agencies involved could 
then resort to so-called competitive negotiation for everything they 
buy, even to common-use items or items which traditionally are 
bought by formal advertising and for which there is now no good 
reason for buying otherwise and which are now being bought by formal 
advertising. 

We think that kind of broad discretion could completely eliminate 
formal advertising and may lend itself to abuse which we cannot now 
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measure, simply because at the present time, while we can use competi- 
tion in the negotiation, we can do it only where authorized to negotiate, 

Senator THurmonp. My recollection is that about 93 percent of all of 
the dollars now spent for procurement are spent through negotiation. 
and almost 86 percent of the actions are handled through negotiation, 
I am just wondering if you have found abuses in the present system 
used by the Defense Department. 

Mr. Barron. Well, Senator, we are not addressing ourselves at al] 
to abuses under the existing system. We think that by and large the 
present use of competitive negotiation under existing law has been 
fair and reasonable. 

We think the effect that S. 500 would create, of completely eliminat- 
ing formal advertising or permitting the complete elimination of 
formal advertising, would blanket into the competitive negotiation 
area the perhaps small proportion but larger dollar amount involved 
in procurements, many of which are now going to small business 
concerns. 

It might not’bulk large in the total percentage, but in actual dollars 
it is substantial. A good bit of that procurement by formal adver- 
tising does go to smaller concerns, or affords smaller concerns an 
opportunity to compete. Such procurement does afford small business 
the privileges of certification by the Small Business Administration. 
While we ourselves have difficulties at times with these certificates 
of competency, we think as a principle that it would be a serious mis- 
take to permit so large a dollar amount of Government procurement 
which now is placed by formal advertising, to be subject to the limita- 
tions of S. 500. 

Senator THurmonp. Senator Saltonstall will be here in just a few 
moments but he has requested me to ask a few questions that he has 
written down here. The first is this: 

What specific provisions of the Federal Property and Administra- 
tive Services Act of 1949 do you believe would be modified by S. 500’s 
proposed section 2205(d) of the Armed Services Procurement Act! 

Mr. Bean. Mr. Macomber. 

Mr. Macomser. I do not think, Senator, that any sections of the 
Federal Property Act would be expressly modified by the language 
of the proposed amendment to title 10. But the effect would be to 
make the rules applicable to military procurement under title 10 dif- 
ferent from and to a certain extent inconsistent with the government- 
wide rules applicable to procurement under the Federal Property and 
Administrative Services Act. 

Senator THurmonp. The next question : 

Please explain how this modification would result—well, you have 
answered that. 

Mr. Macomser. I think that Mr. Barron wants to add something, 
Senator. 

Senator Tuurmonp. If you wish to elaborate, you may go forward. 

Mr. Barron. Yes, sir. The legislative analysis that accompanies 
S. 500 stated with respect to that particular proposed subsection 
(2305(d)) that its purpose is among other things, to eliminate the 
jurisdictional role of agencies other than the Defense Department m 
the area of both formal advertising and competitive negotiation; m 
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other words, to make such procurement subject solely to the rules pre- 
scribed by the Secretary of Defense. 

The effect of this, while not in the form of an express amendment to 
the Federal Property Administrative Services Act, would be to change 
existing law as covered in section 201(a) (1) of the Federal Property 
Administrative Services Act, as well as section 206(a)(4) of the 
Federal Property Administrative Services Act relating to the pre- 
scribing of standard forms and procedures. 

Senator THurmMonpb. Now, the next question is: 

Please describe the relationship between the Federal procurement 
regulation system and the armed services procurement regulations? 

Mr. Bean. Mr. Barron. 

Mr. Barron. The Federal procurement regulation system is de- 
signed first to publish Governmentwide procedures and policies that 
are applicable to all procurement agencies. They are prescribed by 
GSA under the Federal Property and Administrative Services Act 
and have applicability to the entire executive branch. 

The armed services procurement regulations are prescribed for 
application within the Defense Department and the three military 
departments. 

The present arrangement has been one of cooperation in which, in 
the development of Governmentwide regulations, GSA coordinates 
with the Defense Department organization for procurement policy, and 
vice versa, so that we achieve a substantial degree of uniformity in 
governmentwide procedure. 

In many cases, Senator, the procedures are identical. In other 
cases they are only slightly different. This similarity is brought about 
under the existing jurisdictional relationship between the Defense 
Department and GSA under existing law and it is this jurisdictional 
relationship which would be adversely affected by that subsection 
(2305(d)) of S. 500 as explained in the legislative analysis. 

Senator THurmonp. As I understand, you would procure for the 
Defense Department in everything except matters in which the Sec- 
retary of Defense thinks it is better to negotiate competitively ? 

Mr. Barron. No, sir. I think that we should state for the record 
that the bulk of the requirements of the Defense Department have been, 
are now, and probably always. will be, purchased by the Defense 
Department. 

ur objections here do not go to the question of who buys what, but 
to the question of what policies will apply to what is bought, wherever 
it is bought in Government. 

We think that there is an area in which the Government policies and 

rocedures that the businessman must face and contend with ought to 

similar and we try to operate reasonably in this area. 

We do not get into prescribing policy and procedure in the highly 
specialized area of weapons systems procurement or highly technical 
military hardware. We do not attempt to get into that because this 
1s not our specialty. 

_ But, on a question, for example, such as the procedure on the open- 
ing of bids, when late bids will be considered, and so forth, these 
things are common to the entire Government. We feel that we can- 
not afford to have different procedures with respect to something 
that is common to the entire Government and we simply wish to pre- 
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serve the area of uniformity in policy that we have been able to 
achieve and hope to achieve in the future. 

Senator THurmonp. Well, do you actually procure for different 
agencies or merely outline policies they have to follow ? 

Mr. Barron. Well, sir, we do both. GSA procurement is in the 
common-use field—office supplies, office equipment, desks, tables, pens, 
things of that kind. 

Senator Tuurmonp. Let me ask you this question. Suppose some 
agency needed some towels. For instances, my office in Aiken is in 
the Post Office Building. Who procures my towels? Do you do it; 
or who does it? And if you do, how do you go about it? =~ 

Mr. Barron. I am not quite sure whether towels is an item which 
we purchase. 

Senator THurmonp. Well, some items you purchase and some you 
do not purchase? 

Mr. Barron. We purchase office supplies, for example. They would 
be purchased through the GSA and supplied from GSA stores depots 
which stock items as the result of central purchasing. 

Senator THurmonp. You do purchase office supplies ¢ 

Mr. Barron. Yes, sir. 

Senator Tuurmonp. You do purchase office supplies ? 

Mr. Barron. For all agencies of the Government. 

Senator THurmonp. And the Defense Department? 

Mr. Barron. Yes, sir. 

Senator Tuurmonp. And the Atomic Energy Commission ? 

Mr. Barron. Yes, sir. 

Senator TuHurmonp. Well now, what other items do you purchase 
for all agencies ? 

Mr. Bran. Office furniture. 

Senator THurmonp. Office furniture. Where is your line of de- 
marcation, then? Do you have a list of those you do purchase and 
those you do not purchase ? 

Mr. Barron. Yes, sir; we have a published list. 

Senator Tuurmonp. I am trying to get at the jurisdiction, if I can 
get you to tell us. 

Mr. Barron. Well, the deciding factor iscommon use. For instance, 
tires are used by all the agencies and they are purchased under the 
so-called Federal supply schedule contracts for use by all Federal 
Government agencies. 

Also, gasoline is purchased by Government drivers from the Federal 
supply schedule contract with the various oil companies. 

The number and variety of the items is considerable and we can, if 
you wish for the record, give you a document which lists all of the 
categories of items which are purchased on a governmentwide basis 
centrally by GSA. 

Senator THurmonp. Who determines what you purchase and what 
you do not purchase ? 

Mr. Barron. Under the law the Administrator of General Services 
Administration through the operation and activities of the Federal 
Supply Service determines what items are being commonly purchased 
by all agencies and, therefore, would lend themselves to the econ- 
omies of central procurement. 
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Senator THurMoND. Do ‘tes have power to purchase for an agency 
whether it wants you or not 

Mr. Barron. Yes, sir; in the area of common-use items, but it is 
done only —— 

Senator THurmonp. And who determines what is common-use 
items ? 
our Barron. That is determined by the General Services Admin- 
istration. 

Paeator Tuurmonp. Well, therefore, you make the decision, then ? 

Mr. Barron. Yes, sir. 

Senator THurmMonb. You make the decision, then, as to what items 
you do purchase for every agency of the Government. Is that right? 

Mr. Barron. Yes, sir, but we usually make it clear 

Senator THurmonp. Except the items that the Secretary of Defense 
decides he wants to purchase through competitive negotiations? 

Mr. Barron. Items in connection with which he exercises his pre- 
rogative of determining that the national security requires they be 
purchased by the Defense Department. 

Senator THurMonpD. I would like to have a clear-cut statement from 

ou put in the record as to just what is your responsibility and what 
isyour jurisdiction. 

r. Barron. We will be glad to do that, sir. 

Senator THurmMonbD. Who makes your decisions in this matter, also. 

Mr. Barron. We will be glad to, Senator. 

Senator TuHurmonp. In other words, as if I knew nothing at all 
about how you operate and you were going to tell me just what power 
you have. I am not speaking about whether you exercise the power 
or not, but just whether you have the power with regard to the various 
agencies. 

Mr. Bean. We will be very happy to furnish that. 

Senator THurmonp. And just why you purchase something and 
why you don’t purchase other items. 

There is some reason, I presume, some kind of a basis for it. 

Mr. Barron. Yes, sir. 

Senator THurmonp. If you would prepare a statement on that line 
for the record I would appreciate it. 

Mr. Bean. We will be very happy to. 

(The information requested follows :) 

Subject: GSA’s authority to procure for executive agencies and to prescribe pro- 


curement policies and description of GSA’s Federal Supply Service procure- 
ment programs and methods of supply. 





PART A 


The authority of GSA to prescribe policies and methods of procurement and 
supply of personal property and nonpersonal services and related activities 
and the authority to procure and supply personal property and nonpersonal 
services for executive agencies are derived from sections 201(a)(1) and 201 
(a)(3) of the Federal Property and Administrative Services Act of 1949, as 
amended, which read as follows: 

“Sec. 201. (a) The Administrator shall, in respect of executive agencies, 
and to the extent that he determines that so doing is advantageous to the Gov- 
ernment in terms of economy, efficiency, or service, and with due regard to the 
program activities of the agencies concerned— 

“(1) prescribe policies and methods of procurement and supply of personal 
property and nopersonal services, including related functions such as con- 
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tracting, inspection, storage, issue, property identification and classification, 
transportation and traffic management, management of public utility Services, 
and repairing and converting; * * *” 


+ * . » * * * 


“(3)procure and supply personal property and nonpersonal services for 
the use of executive agencies in the proper discharge of their responsibilities, 
and perform functions related to procurement and supply such as those 
mentioned in subparagraph (1) * * *” 

The above paragraphs [(1) and (3)] cited are subject to a proviso in section 
201 (a) reading as follows: 

“* * * Provided, That the Secretary of Defense may from time to time, and 
unless the President shall otherwise direct, exempt the National Military Estab- 
lishment from action taken by the Administrator under clauses (1), (2), (8), 
and (4) above whenever he determines such exemption to be in the best interests 
of national security.” 

Under the foregoing, the Secretary of Defense is authorized, unless the Presi- 
dent shall otherwise direct, to exclude procurement for the Department of 
Defense from control of the Administrator where the Secretary determines thig 
action to be in the best interests of the national security. The legislative history 
of these provisions contains the following explanation: 

“Combat equipment and other items of peculiar importance to the Armed 
Forces could thus be excluded by the Secretary of Defense. At the same time, 
the Administrator would be in a better position to serve the Armed Forces more 
fully in meeting their other supply requirements, and he can appeal to the 
President if he thinks the Secretary of Defense has wrongly excluded him from 
any field.” 

Section 206(a)(4) which is independent of section 201, including the exempti- 
bility proviso, provides that the Administrator of General Services may, with 
due regard to the requirements of the “National Military Establishment” as 
determined by the Secretary of Defense, prescribe standardized forms and pro- 
cedures. The explanation of this provision in the legislative history is as 
follows: 

“The authority to standardize Government purchase and contract forms, pro- 
cedures, and specifications has been in effect and in use for many years and is 
demanded by industry to make its relations with Government easier. It is 
confusing and costly, for example, to have a contract with terms, forms, and 
conditions for a supply item with one agency differing in meaning and effect 
from one for the same kind of item with another agency. Existing control 
over the standardization of the Government construction contract forms and 
leases is continued in effect by provision in section 602(b).” 

With respect to procurement procedure, section 602(d)(3) of the Federal 
Property and Administrative Services Act provides that nothing in the act shall 
impair or affect any authority of the agencies named in the Armed Services 
Procurement Act of 1947. However, section 602(d) (3) is explained in the legis- 
lative history of the act as follows: 

“This subsection exempts from operations under the act a number of activities 
requiring special treatment. Chief among these are— 

“Procurement procedures under the Armed Services Procurement Act of 
1947 (this statute is concerned only with procedures and it is not intended 
by its inclusion in this subsection. to grant any exemption from the sub- 
stantive provisions of the [Federal Property and Administrative Services] 
a). =? 

. More important.is the following overall legislative history statement of 
section 602(d) which clearly indicates that the very character of the above 
exemption is limited ; that is, compliance with GSA regulations is intended to be 
mandatory except to the extent that so doing would so impair agency authority 
as to actually interfere with operation of the agency’s programs: 

“It was not intended by these exemptions that those administering the agencies 
or programs listed shall be free from all obligation to comply with the provisions 
of the act or from all jurisdiction of the Administrator. On the contrary, it is 
expected that they will as far as practicable procure, utilize, and dispose of 
property in accordance with the provisions of the act and the regulations issued 
thereunder, particularly so far as common-use items and administrative supplies 
are concerned * * * In other words, to the extent that compliance with the act 
and submission to the jurisdiction of the Administrator will not so impair or 
affect any authority of the several agencies to which the subsection applies as to 
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interfere with the operation of their programs, the act will govern. Any dis- 
ntes that arise can be settled by the President under the authority to prescribe 
policies and directives vested in him by section 205(a).” 


PART B 


The General Services Administration operates specific programs for supply 
of common-use items to both civilian and military agencies. Three methods of 
supply are employed: (1) Supply through storage and issue to using agencies, 
as needed. (2) Supply through purchase of specific requirements for delivery 
direct from supplier to user. (3) Supply through indefinite quantity require- 
ment contracts commonly known as Federal supply schedules. 


1, Storage and issue 


Storage and issue operations are carried out through a system of 10 main 
depots, 1 subdepot, and 5 warehouse annexes. Approximately 9,000 items are 
carried in stock. 

Types of items carried in stores stock are office furniture, office supplies, soaps 
and detergents, hand tools, janitorial supplies, electrical supplies, plumbing sup- 
plies, commissary operating supplies, antifreeze, laboratory equipment and 
supplies, ete. All items carried in stock are listed in an illustrated stores stock 
catalog which is used by agencies for ordering purposes. Special catalogs are 
issued for specific commodity areas. For example, a hand tool catalog supple- 
ment is issued for specific use of the Air Force covering items which were ini- 
tially placed in stock to serve their needs. A separate catalog is also issued 
covering forest fire fighting equipment. 

During fiscal year 1959, supplies issued to using agencies totaled $167,400,000— 
69 percent of these issues were made to military agencies. Designation of items 
as local purchase by military departments permits direct requisitioning by mili- 
tary installations on GSA stores depots. 


2. Direct delivery 


Direct delivery purchase programs are carried on by each of the 10 GSA re- 
gional offices and the National Buying Division in the central office of the Federal 
Supply Service. In addition to consolidated direct delivery programs for such 
items as motor vehicles, refrigerators, household and quarters furniture, and 
appliances, individual direct delivery purchases are made for using agencies. 
These purchases cover any items for which the using agency may have a need 
and an extremely wide range of goods have been purchased in this matter over 
the past few years. For example, books, clothing, insecticides, cattle, fishing 
vessels, radiological survey meters for the OCDM and many types of heavy con- 
struction equipment for different civilian agencies. 

The purchase program for motor vehicles covers requirements of the civilian 
agencies only. Similar vehicles are purchased by the military departments 
themselves. The same is true of refrigerators. Household and quarters furni- 
ture is purchased for the Air Force under an administrative agreement, as well 
as for civilian agencies. Army and Navy Departments purchase their own 
household and quarters furniture, except where they use the GSA Federal sup- 
ply schedule contracts, described separately below. 

During fiscal year 1959 supplies delivered to using agencies as a result of 
direct delivery purchase by GSA amounted to $154,300,000—36 percent of these 
deliveries were for military agencies. Included in this military total were $29. 
nillion of purchases for the Department of the Air Force covering household and 
quarters furniture and appliances. 


8. Federal supply schedules 


Federal supply schedule contracts are indefinite quantity contracts made by 
GSA. Most all agencies of the Government use these schedules, placing orders 
directly with contractors. 

These Federal supply schedule contracts cover such items as ground and air- 
craft tires, heavy duty storage batteries, office machines, electric lamps, weather 
instruments, household. and quarters furniture, motor vehicle parts and acces- 
sories, recording and transcription service, purchase and rental of electronic 
data processing machines, ete. In all, more than 70 different classes of material 
and services are covered. 

_During fiscal year 1959 agencies ordered supplies and services valued at 
$511,700,000 under these schedule contracts—63 percent of this dollar volume 
represents purchases made by military agencies. 
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Senator Tuurmonp. Senator Cannon ? 

Senator Cannon. Thank you, Mr. Chairman. 

I would like to ask, in view of the fact that these items that you pur. 
chase are common-usage items and undoubtedly are placed in stock, 
why is it that you cannot advertise for bidding in all your purchasing 
procedure ? 

Mr. Bran. We do advertise for bids in practically every instance, 
We have about 14 exceptions but otherwise—— 

Senator Cannon. You are talking about exceptions. Are your 14 
exceptions the same as the 17 exceptions that we have heard about be- 
fore in these hearings? I think that the record shows that ‘those 17 
exceptions go to the majority of the purchases. 

You say, practically all except those exceptions. Let me ask you 
dollarwise, how much is that ? : 

Mr. Bran. Our policy is to operate on invitations to bid. 

Senator Cannon. Yes. 

Mr. Bean. But it is just absolutely impossible to do that. 

Senator Cannon. Do you have any figures as to the dollar volume or 
the percentage of your purchases that are advertised ? 

Mr. Barron. Yes, sir. 

Mr. Bean. Yes, sir. 

Senator Cannon. If you would, please furnish that for the record, 

(The information requested follows :) 


GSA advertised and negotiated procurement * 





Advertised Negotiated Total 
Fiscal year 1958: 
No Shs cis Shh ccc meetbbn denne 95, 043 96, 316 191, 359 
ici nastics insta iindaistitocunstniobebmabiaiiy tena 49.7 50.3 100 
Natal ati tniciacn tained encode haneniciorsitiome et talonte $388, 320, 178 $172, 209, 102 $560, 529, 280 
IE se a aban caeannaenunns 69.3 30.7 100 
ist 6 months, fiscal year 1959: 
aster noneatetsldipiciinnnenietidls 52, 998 48, 771 101, 769 
it ee in dactinnheteegeitiniinteslataieenns 52.1 47.9 100 
rer alla delditteais eciespsisicetrtntoeaaeantiaideninasaniuieinayibialtesae $179, 958, 500 67, 029, 604 $246, 988, 104 
Ns in ai ccbiinkinkbnewdbdamsncnechenents 72.9 27.1 100 


W ' These statistics taken from GSA reports regularly furnished to Congressional Small Business Committees 
and exclude Federal Supply Schedule contract awards against which Federal agencies place their own 
purchase orders. 


Mr. Barron. The nature of our procurement, Senator, is such that 
the percentage of advertised procurement is reversed from that of 
DOD; that is, the bulk of the GSA purchases, because of their char- 
acter do lend themselves to formal advertising and so a large per- 
centage of them are purchased by formal advertising. 

Senator Cannon. In other words, these standard items have been 
drawn up in accordance with certain specifications and those can be 
put out and everybody can have an opportunity to bid on them, and due 
to the fact that you purchase for so many agencies and keep large 
stocks, I imagine, available, I suppose that the time element is no 
particular problem, either ? 

Mr. Barron. Well, occasionally, because of special orders or special 
requirements submitted to the GSA by agencies that have no procure- 
ment organization of their own, GSA purchases items which are subject 
to the same considerations which lead to the use of the exceptions by 
the military, only we have 15 exceptions whereas they have 17. 
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Senator CANNoNn. Isee. You stated here with respect to S. 500 that 
you were opposed to the enactment of certain provisions and your first 
reason was that according to the analysis, one of its objectives would 
be to cut across the jurisdiction of the GSA. 

Well, now, I can understand that any agency would hate to have 
their jurisdiction curtailed, but other than that reason, is there some 
basic reason whey you think that would be bad, other than you do not 
like to see the jurisdiction curtailed ? 

Mr. Barron. Well, we have not attempted to spell out in precise 
detail all of our objections to each provision of the bill. We think 
that there are other provisions in S. 500 which are not necessary and, in 
fact, we think that 8. 500 is not necessary legislation. 

Most of this is done now under existing law. Our concern with 
respect to provisions other than the one which would cut across GSA’s 
jurisdiction lies in the field of creating new statutory methods of pro- 
curement in one segment of the Government and not in another. 

We have worked for some years now in trying to eliminate’ nuneces- 
sry inconsistencies between agency procedures based upon the com- 
plaints from industry and businessmen, that they do not like different 
ground rules and that it is difficult for them to do business with the 
Government. The Defense Department has been very cooperative in 
working with us in eliminating these inconsistencies. 

We think S. 500 would create by statute basic differences between 
Government procurement procedures which we could not possibly 
remedy except by seeking additional legislation and amending the 
laws of procurement by other agencies, and we think this is not desir- 
able, particularly where there is no fundamental need for the legis- 
lation. Almost anything can be done under existing law that can be 
done under S. 500. 

Senator Cannon. Well, I certainly agree with you that it is in the 
best interests of the businessman, the man with whom you are dealing, 
that he knows that he can deal with all Government agencies in the 
same general way and does not have to have a Philadelphia lawyer 
to figure out for him how he is going to deal with each one of these 
particular Government agencies. 

As I understand it, what you are trying to say is that you have cer- 
tain established procedures set up here now that tend to make it uni- 
form for all agencies and let the individual businessman know where 
he is going when he is dealing with the Government. 

Mr. Barron. Yes, sir. 

_We have that objective in our work, leading to the further elimina- 
tion of what we feel are unnecessary differences. 

We would like the record to be clear, however, that the Defense 
Department has worked with us in this area of eliminating inconsist- 
encies. We feel that S. 500 would create some statutory disabilities 
as far as getting uniformity in this area of negotiation versus 
advertising. 

Senator Cannon. The second objection that you have raised is that 
the bill would limit competition in the competitive negotiation stage 
and that would be subject to abuses. In other words, if you are going 
to have competitive negotiation you should have very broad competi- 
live negotiation and not have it extremely limited. Is that your 
second point ? 
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Mr. Barron. Yes, sir; that is directly to the point. 

The legislative analysis explains the need for competitive negotia- 
tion and specifically states that one of its purposes is to limit com 
tition, although on a practicability basis. We think this is subject 
to abuse, that there are bound to be many errors in judgment since, as 
has been pointed out, so much of the existing procurement is alread 
purchased by competitive negotiation, and it seems to us there ig little 
need to extend this across the board so as to permit all procurement of 
any item regardless of whether there is any need for it or not to be 
— by so-called competive negotiation on a limiting competition 

asis. 

Competition may consist of 2 bids where you traditionally have 100 
bidders, and we think that serious thought should be given before 
the Congress enacts legislation which would permit the complete 
elimination of this traditional process of allowing people to come jn 
and bid. 

Now, in some cases that might be desirable, but we think to open it 
up so that competitive negotiation can be applied as a rule in all pro- 
curement is going too far. 

Senator Cannon. Thank you very much, Mr. Chairman. 

Senator THurmonp. Thank you, Mr. Bean. I want to thank you 
and the gentlemen with you for coming out here to give us your 
testimony this morning. 

Mr. Bran. Thank you, Mr. Chairman. 

Senator THurmonp. Our next witness is Robert B. Chapman II], 
executive vice president of Aircraft Armaments, Inc. You may pro- 
ceed, Mr. Chapman. 


STATEMENT OF ROBERT B. CHAPMAN III, EXECUTIVE VICE 
PRESIDENT, AIRCRAFT ARMAMENTS, INC. 


Mr. Cuapman. Mr. Chairman and members of the committee, thank 
you for this opportunity to appear. 

In order to appreciate the background from which these statements 
are derived, it is believed desirable to include information regard- 
ing my past education and experience. 

In 1938, a B.E. degree in civil engineering was received from the 
Johns Hopkins University in Baltimore, Md. After practicing civil 
engineering for only 2 years, I entered the aeronautical field and now 
hold a license as a registered professional engineer (aeronautical) in 
the State of Maryland. 

Presently, I am associated with Aircraft Armaments, Inc., of Cock- 
eysville, Md., as executive vice president, a director, and a stock- 
holder. This company now employs 900 persons in the custom de- 
velopment and manufacture of complex weapons systems and sub- 
systems in the mechanical and electronic fields. The company was 
started in 1950 by a small group, of which I was a member, and for 
the first several years of its existence was considered small business. 
The greater part of our business is on a prime basis with the various 
agencies of the Department of Defense, while the remainder of our 
work is on a subcontract basis with the weapons systems prime and 
associate contractors. We have performed substantial subsystem work 
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Atlas, and Titan. Weare also working in the more conventional areas 
ofguns, ammunition, tanks, and fire control systems. 
ior to 1950, the Glenn L. Martin Co. employed me variously as 
iircraft stress analyst, administrative assistant to the chief of pilotless 
urcraft, assistant project engineer on the Matador pilotless bomber (in 
its early development stages), and, finally, as assistant manager of 
gecial weapons sales. In the last position, I was essentially the 
business manager for $35 million of contracts for weapons such as the 
Matador, Viking, Oriole, and Gorgon missiles, 10 aircraft fire control 
systems, and many electronic projects which included the initial 
entract for development of the Missile Master. These positions were 
held during the early days of the missile program and we worked hard 
todevelop and sell the weapons systems concept. It was here that I 
frst began to understand and appreciate the complexity of defense 
procurement. — , a ; 
Direct experience with military operations, regulations, and pro- 


- edures has been gained from 16 years’ service as a Reserve officer, 


which included over 4 years of active duty with the Army Air Corps 
during World War II. A large part of this active military service 
was devoted to the supply and procurement areas. My final assign- 
ment was as Director, Supply and Service, Central Atlantic Wing, 
Air Transport Command, Azores, and my rank at discharge was 
lieutenant colonel. 

Allmy work for the past 10 years has required initimate knowledge 
ofthe Armed Services Procurement Regulations and the implementing 
Army, Navy, and Air Force directives. My duties have also included 
precontract and contract negotiations with more than 50 different 
procuring agencies of the Army, Navy, and Air Force, and with a large 
number of prime weapons systems contractors. 

For the past year, participation in the program of the National 
Security Industrial Association as chairman of a special subcommittee 
on defense procurement legislation has resulted in my preparing three 
papers which it is desired to incorporate in this testimony by refer- 
ence, and to make available to the subcommittee. 

The first of these papers was entitled “The Saltonstall Bill to 
Amend Department of Defense Procurement Procedures” and is sub- 
mitted as enclosure (A) to this testimony. Your attention is particu- 
larly invited to the sections “Desirability and Potential Effectivity of 
the Legislation,” pages 7 through 9, and “Essential Procurement Prob- 
lems Not Covered,” on page 10. 

The second paper had as its subject “Saltonstall Legislation—Com- 
parison of Existing Statute, S. 4294 (1958), and S. 500 (1959).” It 
is furnished herewith as enclosure (B), and contains a detail analysis 
of the desirability of each element of S. 500. 

The third of the papers is furnished as enclosure (C), and is on 
the subject “1959 Defense Procurement Legislation.” ‘Therein I have 
attempted to identify and describe all of the pertinent Senate and 
House proposed legislation pending before the 86th Congress. Some 
25 individual legislative changes proposed by these bills are then 
analyzed for probability and desirability of adoption. 

This testimony and all three of the papers submitted for study are 
my own personal opinion and not necessarily the opinion of the com- 
pany by which I am employed nor of the National Security Industrial 
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Association which instigated my studies. However, it is importan} 
to note that I received comments from some 30 members of the eon. 
tract negotiation task committee of NSIA (officers and executives of 
large, medium, and small defense contractors), and from the NSA 
executive staff on original drafts of the papers, also had the benefit 
of answers to a questionnaire distributed to NSIA members in rd 
to S. 4294 of the 85th Congress, and discussed the subject either 
directly or through a member of my subcommittee with a number of 
armed services procurement officials. It is considered that the 
opinions expressed today are close to the average of the opinions of 
industrial and armed services personnel dealing with defense procure. 
ment. This statement is based on the reception given the first and 
third papers by large mixed industrial and military audiences when 
presented at annual meetings of the NSIA. 

The studies described above are the principal reasons for my 
appearing here today at the request of Senator Saltonstall. 

he lessons learned while involved in these studies are believed 
to be important. When my studies were initiated about a year 
I had strong opinions on every element of legislation proposed which 
were in some cases “at the end of the scale” as to the merit of the 
change. After spending several hundred hours in consultation and 
study, it is now my firm conviction that there are very few black and 
white areas in the defense procurement complex. Each legislative 
element to be established must of necessity be a compromise between 
two alternative courses of action with neither completely satisfied, 
It is with great humility and with a strong desire to be moderate in 
my opinions that I appear before you today. 

My studies have been limited by the fact that only a subsidiary por- 
tion of my time and energy has been available. Such studies should 
include review and comparison of the bill and existing statute. The 
study of existing statute should include all pertinent titles and sections 
and not just the statutory elements specifically revised. The intro- 
ductory statement of the legislator who introduced the bill should be 
carefully studied to determine the intent and purpose of the proposed 
legislation. Direct personal consultation with the legislator and his 
technical staff is-essential. The opinions of the Government and in- 
dustry personnel directly affected by the legislative changes should be 
obtained. Only in the case of the Saltonstall legislation, S. 500, isit 
felt that I have come close to meeting these requirements. However, 
since S. 500 includes either support or opposition to nearly every one of 
the 25 legislative changes now pending, it is believed that my studies 
have been reasonably comprehensive although lacking an “input” 
from the large number of other Senators and Representatives who 
have introduced legislation this year. 

The most serious problem which I have encountered is the difficulty 
in determining the actual meaning and the probable implementation of 
proposed legislation. This is of great significance since the lack ofa 
strong common understanding results in confusion and conflicting 
implementation of the legislation by the various armed services. This 
variety of implementation by the armed services and the numerols 
agencies of each such service has not been prevented in the past by the 
issuance of a central instruction, such as the armed services procure 
ment regulations or Department of Defense directives. I have recently 
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discovered a SECNAV instruction which I understand is to be incor- 
porated in the armed services procurement regulations, and which, in 
my opinion, is somewhat conflicting with procurement legislation, and 
which has resulted in implementing instructions at procuring agency 
jevels which are 180 degrees opposed to each other within the same 
service. Because of this confusion, many of the industry and defense 

rocurement officials with whom I have consulted, displayed either a 
cynical or despairing attitude and recommended that we leave well 
enough alone. 1 

This statement was prepared on very brief notice since it was 
originally planned that I would testify on July 15. During the 2 
weeks’ postponement of my testimony, I have had time to reread my 
statement, and I feel that my meaning of the words “cynical and de- 
spairing” should be explained. The “cynical” statement which I have 
heard, generally take the form that our procurement administrative 
costs cannot be reduced but only increased, because it is human nature 
to maintain present staff and present administrative practices even if 
the legislative requirement which caused the formation of these organ- 
ations is removed. The “despairing” statements I have heard, gen- 
erally take the form that it has taken us about 10 years to arrive at 
implementation of the present legislation which is nearly mutually 
satisfactory to the Department of Defense and the legislative com- 
mittes who oversee defense procurement. The conclusion then drawn 
isthat we had better not make any changes, since these changes would 
require new understandings which might be less satisfactory than 
those we now have. 

However, it is my fervent belief that we can and must, to survive 
as an independent and free Nation, revise our defense procurement 
legislation in such a fashion as to result in the elimination of waste 
effort and time in defense procurement operations to the maximum 
possible extent. 

At this point I would like to comment on the specific changes pro- 

din Senate bills S. 500, S. 1383, and S. 1875. No comments will 
made on the changes proposed by the House bills at this time, but 
such comments are contained in the papers submitted for study. 

Operational systems procurement methods are a necessity for com- 
plex weapons and supporting systems in order to obtain the desired 
quality of the overall product. Central “systems” management is 
required to insure the development and manufacture of subsystems 
and components which will be compatible with the overall system. 
The exact method of assembling a team of contractors and Govern- 
ment agencies has in the past, and will in the future, vary from project 
to project. Therefore, the details of operational systems “organiza- 
tion” should not be established by legislation. However, the principles 
to be followed and the goals to be achieved should be established by 
legislation. Operational systems legislation should, in my opinion, 
lace an emphasis on operational quality, timeliness, and economy. 
The legislation should be written in such a fashion that it will result 
im implementation which will require: (1) proper delegation of au- 
thority and responsibility to eliminate time-consuming duplication 
of decisions by multiple layers of contractor and Government manage- 
ment, (2) utilization of the most competent organization (whether 
industrial contractor or Government agency) to perform each par- 
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ticular task of the overall systems program, (3) controls that wil] 
prevent the systems manager from using his managerial assignmen 
to retain portions of the work for which he is not qualified and fo 
which others are already qualified, (4) coordination between opera- 
tional systems programs which prevents duplicating development of 
components, support equipment, and test facilities, and (5) considera. 
tion of such elements as standardization and training which, in the 
past, have been left to the user but now must be built into the original 
equipment because of its complexity. One serious problem which has 
arisen as a result of operational systems procurement experience js the 
question as to whether or not subsidiary members of a bidding team 
must compete again for subcontracts which they already won as a part 
of the team. Unless this problem is resolved to clearly indicate tha 
a team bid satisfies the requirements for subcontract competition, jt 
is probable that large operational systems bids will, in the future, be 
restricted to a mere handful of prime contractors. The language of 
S. 500 in regard to operational systems has resulted from months of 
comprehensive study and, in my opinion, meets some of these require. 
ments. 

Briefly, the legislation would permit delegation of authority and 
responsibility but would not emphasize the need for such delegation: 
it too clearly emphasizes the single prime contractor concept; it em- 
phasizes the desirability of subcontracting but provides no guidance 
for “make or buy” decisions; it provides adequately for coordination 
among the military departments, and it provides adequately for 
standardization and training. However, additional study and revision 
is indicated. 

The establishment of “competitive negotiation” as a third and dis 
tinct class—and here I believe the word should be “method”—method 
of procurement (the others being “formal advertising” and “negotia- 
tion”) is an excellent means of eliminating a widespread public mis- 
conception of defense procurement practices. ‘The definitions for the 


three methods of procurement established by S. 500 are satisfactory. | 


It is recommended that revised legislation clearly establish the condi- 
tions under which each method of procurement is preferable, rather 
than state a general preference for one method over the others or, 
alternatively, it could indicate a preference for the two competitive 
methods (formal advertising and competitive negotiation) over the 
third method (negotiation) which has fewer aspects of price competi- 
tion. This could be affected by adding a statement of the conditions 
when “formal advertising” is to be used and by dividing the I 
exceptions contained in section 2304 of title 10 as they apply to either 
“competitive negotiation” or “negotiation.” Such legislation would 
insure continued competition in procurement since there is no legis 
lative requirement at present for competition in negotiation, and the 
critics of negotiated procurements have generally assumed that there 
is no competition. 

It is my experience that more than 95 percent of the negotiated 
procurements in which my company has been involved, have included 
competitive bids from a total of 3 to 20 contractors. Furthermore, 
the great majority of the awards made on these programs have beet 
to the lowest bidder, even when a cost-type contract was to be used 
To illustrate this point, I am submitting an enclosure (D) to thi 
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testimony, a number of case histories of competitive negotiations in 
which we have been involved. In establishing the three methods of 
rocurement described above, it should be recognized that (1) “formal 
advertising” as defined by statute, is not normal commercial business 
practice which actually more closely resembles competitive negotia- 
tion; and (2) “negotiated” procurement will always be a substantial 

reentage of the total defense dollar in view of the necessity to give 
“follow on” work on a sole source basis to the contractor who won 
the original program by competitive negotiation. 

In my Own experience, we received $3 of “follow on” work on a 
negotiated basis to every $1 of new business on a competitive basis. 
It is also our experience that the Army, Navy, and Air Force procur- 
ing agencies constantly attempt to “break out” of this “follow on” 
basis and go to competition. 

The present legislative requirement that determinations and deci- 
sions be made at “head of an agency” level has, in my opinion, resulted 
inextensive and crippling delays in decisionmaking. Revised legisla- 
tion should provide that the Department of Defense set up clear im- 

lementing directives for determining the method of procurement to 

used, and to then delegate final decisionmaking to individual con- 
tracting officers at procuring agency level. 

The present statutory emphasis on definitive specifications is incor- 
rect and amending legislation is highly desirable. The new emphasis 
should be on the use of the simplest specifications possible. Perform- 
ance specifications and definitive specifications should be used where 
applicable but never simultaneously. 

It is not meant to imply that performance and definitive specifica- 
tions could not be judiciously intermingled; you should not specify 
the same items both as a performance spec and as a definitive spec. In 
general, performance specs are suited to developmental programs 
which are negotiated, and definitive specs are an absolute require- 
ment for formally advertised production programs. 

It is urgent that Congress adopt legislation which establishes a com- 
plete, concise, and readily interpretable broad procurement policy for 
defense procurement. ‘The absence of such a policy is probably one of 
the reasons for the conflicting interpretation prevalent in the imple- 
menting regulations. At the present time the only statutory policy is 
that small business should receive a fair share of defense contracts. 
Surely there are other and more important policy items which should 
beexpressed. The language of S. 500 appears to fulfill this need while 
still maintaining a strong small-business emphasis. 

The use of commercial items whenever and wherever possible should 
be required by law. There are many classes of items where the mili- 
tary environment and requirement differs very little from the industry 
or private requirement for which commercial equipment has already 
been produced and, in many cases, maintained as a “shelf item.” Such 
items as office equipment, daily housekeeping supplies, and recreational 
equipment are typical examples. It will probably be necessary to use 
acombination of performance and definitive specifications in order to 
permit full and free competition between like items which are not 
identical in the nonessential elements, such as color, method of fabrica- 
tion, et cetera. Even with such a specification, it should be possible to 
use formal advertising techniques where applicable. 
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The use of defense procurement as an economic-relief tool for dis. 
tressed or labor-surplus areas is an attractive but extremely dangerous 
concept. Regardless of the purpose, whether for small business, dis. 
tressed areas, or strategic dispersal, it is bound to result in increased 
cost. It is impossible to divide a manufacturing program between 
two or more contractors without increasing the unit cost of each con. 
tractor due to the reduction in quantity, and without requiring ¢op. 
siderable additional expenditures to tool more than one source. More. 
over, the proposed pa of set-asides for these three pu 
could not be applied to the complex operational systems which are 
generally manufactured in small quantities at high unit cost, which 
require management and technical skills possessed by only a few con- 
tractors, and which represent the greater part of our defense procure. 
ment dollar today. 

In fact, the large production runs of weapons which were most sus- 
ceptible for being used as an economic tool are continually decreasin 
and may well disappear entirely. It should be noted that title 10, 
section 2304(a’) (16), provides a basis under which purchases and con- 
tracts may be placed on a negotiated basis in the interest of industrial 
mobilization or of maintaining a desirable capability. 

Programs which assist small business in obtaining defense con- 
tracts and subcontracts are traditional and ever increasing. These 
programs are, to a certain extent, self-defeating for a small business 
which obtains a substantial amount of defense business frequently 
graduates to large business. Moreover, it seems to conflict with the 
basic principles of our free enterprise system to award business to 
a contractor because of his size, rather than because he won it in com- 

etition. We at Aircraft Armaments have always found that the 
st asset we have is the ability to do the best job in the shortest time 
at the right price. During the period when we were classified as small 
business, we never found an occasion when preferential assistance was 
helpful, and we found some evidence that the small business assistance 
programs could actually be a hindrance. It is believed that small busi- 
hess assistance programs should be limited to advising such firms how 
to participate in the defense procurement program on either a prime 
or subcontract basis, and that no economic differential or bonus for 
being small business is justified or proper. 

Legislative authorization to use cost-type contracts for research and 
development procurement without “head of an agency” determination 
would result in substantial timesavings. This type of contract is the 
most applicable and most widely used for research and development. 

It is true that the present statute permits delegation of this deter- 
mination. It is my understanding and experience that such delegation 
has still not eliminated the delays inherent in requiring a determi- 
nation and finding before applying cost-type contracts to research 
and development programs. 

The requirement for special reports and investigations regarding 
the use of exceptions 10 and 15 to justify negotiation appears to be 
unnecessary and adds one more administrative burden to an already 
staggering program. 

Renegotiation procedures were originally established to recover 
excess profits at a time when defense contract procedures frequently 
permitted excess profits. The original conditions no longer exist 
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today since the contracts in use rarely, if ever, permit unreasonably 
high profits. Profits on redeterminable- and incentive-type contracts 
are reviewed and reduced when appropriate on an individual contract 
basis. The original fee on cost-type contracts is so low that it is 
next to impossible to underrun costs sufficiently to obtain an excessive 
return. On fixed-price contracts, awarded after full competition, the 
contractor should be entitled to whichever profit he can obtain by 
yirtue of the fact that he assumes all the risk. There seems to be no 
justification for the continuance of renegotiation. If it is to be con- 
tinued, there is little reason to exclude any one class of contracts more 
than another. 

In concluding, I would like to submit some recommendations of a 

neral nature. It is possible that thorough — of all existing 
egislation pertaining to defense procurement would uncover prob- 
lems, conflicts, and gaps other than those dealt with by pending legis- 
Jation. If not already accomplished, such a study should be con- 
ducted before any comprehensive legislation affecting defense procure- 
ment is finally adopted. 

This recommendation was included in my testimony only because 
I did not have personal knowledge that such a study had been accom- 

lished. It now appears that such a study is required of both the 

ouse and the Senate as a result of the passage of the law extending 
renegotiation. I am certain that the defense industries and the indus- 
trial associations would be pleased to participate and assist in such 
abroad study. 

Defense procurement legislation should result in procurement pro- 
cedures which will produce the most national security for the least 
money. Subsidiary considerations such as special privileges for some 
segment of the economy should be kept to the absolute minimum and 
eliminated altogether, if possible. 

The best way to reduce leadtime is to decentralize and delegate deci- 
sionmaking to the maximum possible extent. Working level people 
such as buyers and contracting officers should be furnished clear-cut 
policy and procedures and permitted to accomplish procurement with- 
out multiple layers of prior-to-action review of detail procurement 
actions on individual procurement programs. A strong monitoring 
and auditing of defense procurement should be used to discover incor- 
rect actions, and aaa should be punished severely. However, 
we should not draw the conclusion that one illegal action or error 
in judgment indicates widespread criminality or negligence. It is 
my personal experience that 100 percent of the defense procurement 
officials with whom I have dealt are honest and trustworthy. Even 
if wrong by several percentage points, time-consuming administrative 
controls which bind everyone are not justified. 

_The heavy monetary demands of the massive retaliation opera- 
tional systems has not only reduced our ability to provide limited- 
warfare equipment, but it has eliminated to a large extent research 
and development of advanced components and subsystems around 
which we could build the future generations of operational systems. 
The leadtime for such a system becomes unbearably long when every 
subsidiary element of the system must be developed under the system 
program. We must not let legislative recognition of the operational 
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systems concept lull us into the false hope that it will solve all our 
needs. 

Last, but not least, legislation should require absolute uniformity 
in implementation by the Department of Defense. There is no valid 
reason why one set of Armed Services Procurement Regulations can- 
not be made to serve the purposes of all three services. 

The Armed Services Procurement Regulations, as presently con- 
stituted, are an excellent set of documents and industry has been 
given a reasonable opportunity to contribute to the formulation of 
these regulations. Naturally, we have not always agreed, and do not 
now agree with the full content of the regulations. It is hopeful 
to note that Secretary Maguire stated earlier in these hearings that 
a review of the various procurement regulations is underway, with a 
goal of reducing the aaa of regulations. 

The elimination of the duplicating Army, Navy, and Air Force 
procurement directives would materially improve industry capability 
and interest, reduce negotiation time, and save many thousands of 
man-hours per year by permitting reduction in personnel now neces- 
sary at every Government agency and industrial facility to prepare 
and interpret procurement procedures. 

In my opinion, although it is possible to improve S. 500, the interests 
of the United States would be served if it were passed this year in 
its present form. 

Thank you, Mr. Chairman, for the opportunity to appear before 
this subcommittee. Having attended at least two other sessions of 
the subcommittee hearings, I am impressed by the thoroughness with 
which the hearings are conducted, and I sincerely hope that the re- 
sulting recommendations of the subcommittee will support the princi- 
ples of timeliness and economy in the procurement of defense equip- 
ment. I would be glad to attempt to answer any questions which 
might have been raised by my remarks. 

(Attachments to Mr. Chapman’s prepared testimony follow :) 


ENCLOSURE A 


THE SALTONSTALL Brtt To AMEND DEPARTMENT OF DEFENSE PROCUREMENT 
PROCEDURES 


(By Robert B. Chapman III, vice president and assistant general manager, 
Aircraft Armaments, Inc.) 


The third of a series of presentations delivered by members of the NSIA 
Procurement Advisory Committee at its annual fall meeting, The Waldorf- 
Astoria, New York City, September 25, 1958 


HISTORY AND BACKGROUND 


The complexity, cost, and leadtime for our weapons have been rapidly in- 
creasing during the past decade. Senator Saltonstall feels that legislation and 
implementation of Defense Department procurement procedures have not kept 
pace with these changes and have further contributed to increasing cost and 
leadtime. This fact has been recognized for several years, but the need for 
legislative action was not highlighted until the public disclosures of the Russian 
achievements in space satellites and intercontinental ballistic missiles which 
were made in the fall of 1957. 

The recent hearings of the Senate Preparedness Investigating Subcommittee 
produced a great deal of expert testimony on the deficiencies of Defense Depart- 
ment procurement procedures and strongly indicated the need for corrective 
legislation. Senator Leverett Saltonstall, former chairman and ranking minor- 
ity member on the Senate Armed Services Committee, saw the need for such 
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iegislation. During the past several months, his staff and the Senate legislative 

| have been studying thse procurement procedure deficiences and pre- 

g a bill to amend title 10 of the United States Code with respect to pro- 

eurement procedures of the armed services, and for other purposes. While 

preparing the draft, they received counsel and advice from ranking procurement 
officials of the armed services. 

On Thursday, August 14, 1958, Mr. Saltonstall introduced this bill, S. 4294, to 
the 2d session of the Senate of the 85th Congress. It was read twice, cited as 
the “Armed Services Procurement Amendments of 1958,” and referred to the 
Committee on Armed Services. It was presented in the closing days of the 85th 
Congress with the knowledge that it would not receive action from the Congress; 
however, it was necessary to have the proposed legislation introduced and 
printed in the form of a bill in order that it could be officially and formally 
studied during the adjournment of Congress. 


JUSTIFICATION BY MR. SALTONSTALL OF NEED FOR LEGISLATION 


The remarks by which Mr. Saltonstall introduced the bill to the Senate are 
given verbatim in the Congressional Record (vol. 104, No. 140, Aug. 14, 1958). 
This also includes the text of the bill and a section-by-section analysis of the 
pill. Copies of the reprint of the Congressional Record have been obtained 
through the courtesy of Mr. Colson, executive secretary to Mr. Saltonstall, and 
will be distributed to industry members of NSIA with the minutes of the meet- 
ing of the Procurement Advisory Committee which will include this address. 

On Monday, September 22, 1958, I received the following communication from 
Senator Saltonstall. It is believed appropriate to quote it verbatim, as follows: 

“The space and missile age has generated new and urgent demands upon our 
nilitary capabilities. The great strength of the American system and its ability 
to conquer any enemy in time of war has depended not only upon our military 
skills but also our great industrial achievements. To meet the requirements of 
an age of rapidly advancing military science requires the maximum cooperative 
output of military and industrial might—requires a peacetime effort more de- 
manding than anything our Nation has previously experienced. 

“The purpose of S. 4294 is to enable the Defense Department to work with 
industry to achieve these objectives upon which our national security may de- 
pend. Outmoded procurement statutes and involved administrative and techni- 
cal procedures can only hinder this crucial effort. We must take a fresh look 
at the entire procurement system to insure that it is geared to the needs of this 
age. I think some of the following quotations from my previous statement on 
introducing S. 4294 may clarify the objectives of the bill: 

“During the Armed Services Preparedness Subcommittee hearings last winter 
several witnesses emphasized a glaring deficiency in our military procurement 
procedures, notably the extended leadtime required for the procurement of 
major weapons systems. It is a matter of great concern when contrasted with 
recent Soviet developments of new weapons * * *. 

“* * * Throughout the committee hearings the need for speed in our trans- 
lation of ideas into military hardware was emphasized. The testimony of Dr. 
J. Sterling Livingston of the Harvard Business School was particularly provoca- 
tive: “We must make a management breakthrough, a breakthrough in our 
weapons decisionmaking process * * *.” 

“‘* * * after considerable discussion and study, I have prepared several 
specific changes in the laws governing Armed Forces procurement which I 
believe, if enacted, would greatly facilitate our procurement process * * *. 

“* * * Tf we were to assume, and I do not imply that this is the case, that 
our relative military strengths were roughly equal at the present time, then 
the future security of the United States would depend almost entirely on our 
own ability to produce military hardware in new technological fields at least as 
fast as the Russians could do. Postwar history does not prove that we have this 
capability.’ 

“Thus, one of the most urgent responsibilities of the Congress and of the De- 
fense Department is to insure that procurement procedures from research 
through production are geared to these critical requirements. 

“This bill has as its principal objective a shortening of the leadtime in the 
development and production of new military weapons. This is vital to our 
Nation’s security. 

“It has a secondary objective of promoting efficiency and economy in the 
procurement processes of the Defense Department.” 
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The remarks made by Senator Saltonstall in his recent communication appear 
to me to be highly reasonable, and to serve as a good justification for the pro- 
posed legislation. 

ACTION REQUIRED TO ENACT THE BILL 


During the next 3 months, while Congress is adjourned, the bill will be studied 
by the Senate, House of Representatives, Department of Defense, and the 
armed services. 

The prime responsibility in the Senate will rest with the Armed Services 
Committee with Senator Russell, of Georgia, as chairman. Detail working 
responsibility in connection with any hearings will probably be borne by the 
Preparedness Subcommittee under Senator Lyndon Johnson. 

The House Armed Services Committee under Congressman Vinson and the 
Investigating Subcommittee under Congressman Hébert will have parallel 
responsibilities. 

The Department of Defense and the Army, Navy, and Air Force will study 
the bill and prepare comments. They will be called on to appear at the hearings 
when held. 

The bill expired with the adjournment of the 85th Congress and will be again 
rl by Senator Saltonstall when the 86th Congress convenes in January 

It is pertinent to examine the attitudes of the various reviewing committees 
and departments. The following information was received from Mr. Colson of 
Senator Saltonstall’s office on September 10, 1958: 

(a) I was shown a letter signed by Senator Lyndon Johnson, dated Septem- 
ber 8, 1958. In it he promised full review, indicated general concurrence after 
a brief initial review, and stated that he expected support for legislative action 
to meet these objectives in the next Congress. 

(b) The Procurement Secretary of one of the three services has expressed 
himself as favoring the bill. The Procurement Secretaries of the other two 
services are now studying it. 

(c) Ranking procurement officials of the armed services offered counsel and 
advice on an informal and unofficial basis to the Senator while he was drafting 
the bill. It is anticipated that there will be strong support for the bill from 
the armed services. 

(d) The General Counsel and the members of the Renegotiation Board object 
to the renegotiation provisions of the bill. 

(e) The House Armed Services Committee and Investigating Subcommittee 
have consistently and publicly opposed “weapons system” and “negotiated” pro- 
curement. It will be necessary, and may be possible, to work out compromise 
legislation this fall. 

(f) The staff of the Senate Small Business Committee at first objected to the 
“weapons system” procurement element of the bill. After a briefing by Senator 
Saltonstall’s staff, they are reportedly in accord with the objectives of the pro- 
posed legislation and believe that it can improve the position of small business. 

(g) The Senate Judiciary Committee has been primarily responsible for 
legislation in regard to renegotiation in the past. It is not expected that they 
will object to the new provisions. 


DESCRIPTION OF THE ELEMENTS OF THE BILL 


The elements of the bill are defined as the problems or deficiencies with which 
the bill attempts to deal. There is not necessarily any correlation between the 
sections of the bill and these elements. Some elements are covered entirely 
by one section of the bill; others are involved in two or more sections of the 
bill. The sections of the bill were fundamentally established to cope with the 
amendment, deletion, or addition of individual sections of the existing United 
States Code. 

The description of each element will be given in three parts: (1) what it says; 
(2) how it adds, deletes, or changes existing statutes; and (3) what Senator 
Saltonstall intends it to accomplish. 

The elements of the bill are briefly described as follows: 


(a) Purchase of commercial items 


1. It is the policy of Congress that commercial products and services will be 
purchased whenever they will properly and efficiently serve agency needs. 
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9, This is in addition to the policy established by existing statute and does 
not amend or delete any existing provisions thereof. 

3, The Senator believes that this will eliminate one of the most flagrant admin- 
istrative logjams. He also states that this element of the bill is directly 
associated with the provisions of the bill regarding the use of performance 
specifications. 


(b) Small business 


1. Small business concerns are to be given preferential consideration in sub- 
contracts under defense primes. 

2. This is an addition to existing policy which requires preferential considera- 
tion for small business concerns on prime procurement. It does not delete 
or alter existing congressional policy. In the “weapons systems” element, pro- 
visions for emphasizing and reporting of subcontracts to small business are 
established. 

8. Senator Saltonstall believes this is necessary, in view of the increasing use 
of “weapons systems” procurement for prime contracts, to insure that a fair 
share of defense dollars goes to small business. 

(c) Competitive negotiation 

1, Competitive negotiation is established on an equal basis with formal ad- 
yertising and requirements for approval of exceptions are eliminated. Exceptions 
now apply to unqualified negotiation. 

2. The words ‘‘competitive negotiation” are merely added at appropriate places 
in existing statute. 

8. This bill would place formal advertising and open competitive negotiation 
on an equal footing since the two concepts are fundamentally the same and they 
achieve in the end the same result for the Government—that is, the lowest price 
obtainable and maximum competition, according to the Senator. There will also 
be a great saving of time by use of competitive negotiation. 

(d) Quality justifies unqualified negotiation 

1. The need to obtain suitable quality is added as an exception which justifies 
procurement by unqualified negotiation rather than formal advertising or by 
competitive negotiation. 

2. Without changing or deleting existing statute, an 18th exception is added. 


8. The need for emphasizing quality becomes very important with the increas- 
ingcomplexity of our weapons. 


(e) Performance specifications 


1. Specifications describing property in terms of functional characteristics will 
be used as the rule in all procurements. Other types of specifications will be 
the exception. 

2. Anew paragraph is added to the statutes without altering or deleting any 
existing provision. 

8. Senator Saltonstall considers this item parallel with the provision on pur- 
chase of commercial items and states that we can ill afford to spend months and 
years preparing overly detailed specifications.’ 


(f) Fired price and incentive contracts 

1, These are established as the preferred form of contracts for all 
procurements. 

2. The statement of preference is added to existing legislation and an existing 
conditional restriction on incentive contracts (previously coupled with cost or 
cost-plus-a-fixed-fee contract) is eliminated. 

3. These two contract forms offer the maximum protection to the Government’s 
interest, the maximum incentive to private industry, and one or the other is 
suitable for most procurement situations, Mr. Saltonstall believes. 


(9) Advisory engineering services 


1, Any contract will provide for direct reimbursement by the contractor for 


any advisory engineering services to the contractor or his subcontractors by 
Government personnel. 


2. This is completely new without altering or deleting any other provision. 


—__—_— 


1The use of performance specifications will enhance the opportunity for industry to 
offer commercial items. 
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8. The Senator intends to equalize pricing competition and to make it Possible 
for prime weapons systems contractors to obtain direct advice from appropriate 
military agencies without going through the present involved administrative 
procedures necessary to obtain departmental approvals. 


(h) Operational systems: Procurement from single contractor 


1. A definition for operational systems is established. Each head of a military 
department is required to publicly designate property which fits the definition, 
The preferential method of procurement of such operational systems shall be 
from a single prime contractor who shall determine and be responsible for ajj 
design, development, production, and procurement which may be necessary for 
the furnishing of such systems. Any item within the operational system already 
in use by the Armed Forces shall be procured by the prime contractor dir 
from the appropriate military supply activity or directly from the normal supplier, 

2. This is a new provision without altering or deleting any existing statute. 

8. Senator Saltonstall believes that leadtime has been greatly reduced under 
the weapons systems management plan and procurements have been vastly 
more efficient. (The proposed bill uses “operational systems” and the Senator 
used “weapons systems,” the latter being a common term of reference for several 
years. I have been informed that new terms were used in the bill in order to 
broaden the bill to include systems for transportation, communication, ete, 
which are not normally considered as weapons. ) 


(i) Renegotiation limitations expanded 


1. Contracts entered into by competitive negotiation and all incentive-type 
contracts are placed on an equal basis with contracts entered into by formal 
advertising as excluded from renegotiation. 

2. The two additional exclusions are added to the existing legislation. 

3. The Senator states that the desirable effects of fixed price and incentive 
contracts are virtually nullified by the provisions of the Renegotiation Act. 


DESIRABILITY AND POTENTIAL EFFECTIVITY OF THE LEGISLATION 


In preparing for this section of the discussion, I at first considered obtaining 
the opinions of other industrial personnel, of members of congressional com- 
mittees, and of personnel of the Department of Defense and the armed services. 
The decision not to do this was based on the feeling that I would merely be a 
reporter if such a survey were made. The opinions of the personnel mentioned 
above should be available to all of us in public hearings and discussions in the 
coming months. 

The evaluation of the desirability and potential effectivity of the Saltonstall 
bill which follows is directly based on my own personal opinion drawn from 
personal experience, except for the following references: 

(a) An article in Time magazine of September 8, 1958, which reported on 
the bill and the Senator’s comments, under the title of “Trench War Policies in 
the Space Age.” The Time article appeared to approve both the Senator's 
premises and the proposed action. 

(b) Articles in Aviation Week magazine of August 18 and August 25 which 
pointed up the conflict with Department of Defense desires for greater centrali- 
zation of control and the conflict with parallel House committees which have 
opposed weapons system and negotiated procurements. 

(c) A very brief discussion in an NSIA committee meeting where the pre 
liminary comments of the legal staff of a large defense contractor were pre 
sented. They indicated that the proposed legislation was so general that it 
might have little or no effect on armed services regulations and other implement- 
ing instructions. 

(d) Extensive discussions with Mr. Charles Colson, executive secretary to 
Senator Saltonstall (previously of the Office of the Assistant Secretary of the 
Navy, Material), to obtain historical data and to make certain that I had prop 
erly interpreted the Senator’s intentions in preparing and introducing the pro- 
posed legislation. 

I would like to again emphasize that the following statements are my Per- 
sonal opinion and are not those of the NSIA or of my company. Since personal 
opinion is always based on experience, I think it appropriate to briefly state 
that the experience has been gained in 10 years of association with one of the 
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first weapons systems contractors, 8 years of association with a small, newly 
formed defense company, which has grown large during the period, and 15 years 
of active and Reserve duty with the Army and the Air Force. 

The subject bill is no more general than any other legislation. Enforcement 
of any statute requires the cooperation of those implementing. In this case, it 
js believed that there is a desire for the bill on the part of the armed services, 
and that the implementing regulations and directives will take maximum ad- 
vantage of the bill. More important than cooperation, however, is the fact that 
the major provisions of the bill are so clearly stated that the intent cannot 
easily be misunderstood. Examples are the provisions regarding competitive 
negotiations, performance specifications, renegotiation exclusions, fixed price 
and incentive contracts. 

It is believed that the Saltonstall bill is “politically courageous” since it does 
not adopt the accepted attitude toward defense procurement. It has been 
fashionable in the last decade for investigating committees to look for abuses 
resulting from defense procurement, and most of the corrective legislation 
has been in the direction of installing stronger, more centralized controls, with- 
out regard to how much these controls might cost in time or money. I first 
learned of this bill from the Aviation Age article of August 18, 1958, and was 
surprised at its intentions and its language. After studying the bill thoroughly, 
Iam not only surprised but also gratified. This bill, as enacted, not only will 
speed up defense procurement and improve the economy thereof, but will also 
restore to the defense industry some of the incentives which have been removed 
by conflicting regulations and legislation. 

In my opinion, this bill is immediately acceptable on an overall basis and 
should be passed in its present form if changes were not possible. It could be 
properly implemented so as to significantly reduce cost and leadtime in defense 
procurement. However, the potential effectivity of the legislation would be 
greatly increased with the following changes: 

(a) Purchase of commercial items.—This provision is made general by the 
words “except where the needs of the agency will not be properly or efficiently 
served by such products and services.” Some wording such as “where the en- 
vironment in which the equipment will be used by the agency is the same as 
environment of commercial use” would be more definitive. This would clearly 
cover all of the normal commercial items such as office equipment, recreation 
equipment, household supplies, ete. 

(b) Competitive negotiation.—The Senator intends that there will now be 
three distinct procurement processes (i.e., formal advertising, competitive nego- 
tiation, and negotiation). He agrees that it is necessary to revise the bill to add 
definitions for “competitive negotiation” and for “negotiation” to section 2302 
of chapter 137 of title 10 to the United States Code. NSIA members will recall 
that we have been insisting for several years that “negotiated procurements” 
include all of the elements of competition of formal advertised procurements. 
The Senator apparently feels that, in order to make this point clear, it is neces- 
sary to put the adjective “competitive” in front of the word “negotiation.” Since 
this raises competitive negotiation to an equal basis with formal advertising, 
it should be acceptable provided that satisfactory definitions are established, 
as previously recommended. 

(c) Advisory engineering services.—This element of the bill and a subelement 
under the operational systems element will permit and require that prime con- 
tractors, using Government-furnished services or supplies in the execution of 
the contract, subcontract directly to the Government agencies furnishing services 
and supplies. This will make it readily possible for a prime contractor to obtain 
direct assistance from a Government agency for services and supplies not avail- 
able elsewhere, and to this extent it is considered to be a worthwhile piece of 
legislation. However, a serious problem exists in the fact that Government 
agencies will be required to submit bids to private contractors, and private 
contractors will be required to handle (and possibly apply overhead and profit 
to) large sums of money which now come to the agency through Government 
channels. I therefore recommend that the effect of this element on fiscal and 
accounting procedures be carefuly anlyzed before it is enacted as legislation. 

(d) Operational systems.—Procurement from single contractor: Senator 
Saltonstall stated, “We have great confidence in the vitality and initiative of 
American industry. The free competitive system which has enabled our system 
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to achieve unheralded industry advances should be able, as it has in the past, to 
achieve military weapons superiority second to none * * * our present system 
of defense contracting does not encourage those forces in our industrial estab. 
lishments to work * * * because we do not offer adequate incentives, we take 
away essential management functions, and we penalize efficiency and ingenuity,” 
He further states that the use of the weapons system procurement in the past 
several years has resulted in great speed in the development and production of 
new weapons, such as Thor and Jupiter. Based on my own experience, it has 
been very seldom that the true potential of weapons system procurement has 
been fully realized. In most cases, the military agency supervising the prime 
contractor has retained the right to review every decision of the prime. This has 
resulted in the establishment of another duplicating level of responsibility, ay- 
thority and management, and has lengthened rather than shortened the leadtime, 
The speed with which some of our latter-day weapons systems have been moved 
from development to production might be attributed to the taking of greater 
risks, by telescoping development and production phases, as well as to the greater 
efficiency of weapons system procurement. This portion of the bill must be 
earefully studied in order that implementing regulations will result that wil] 
insure (1) the agency supervising the prime is required to delegate responsibility, 
authority, and management, (2) review by the agency and other higher authority 
is kept to a minimum, (3) the prime is not allowed to delay subcontracting por- 
tions of the system for which other suppliers are already established while he 
builds up his own facilities and personnel in areas in which he has not previously 
performed work, and (4) cross coordination by Government agencies between 
contracts for operational systems eliminates duplicating development of com- 
ponents, support, and test equipment. 

(e) Renegotiation limitation expanded.—Redeterminable contracts should also 
be excluded from renegotiation since limitation of profit has already been ac- 
complished and the incentive for saving costs on this type of contract is elimi- 
nated if renegotiation ‘is allowed to later reduce a profit established as a reward 
for such cost saving. 

(f) Small business.—This legislation will effectively carry out existing con- 
gressional policy that small business will receive its fair share of the defense 
doHar. Such legislation, however, can never be a substitute for offering the best 
service in the quickest time at the lowest price. The company which employs 
me has spent several years in the category of small business, and it has been our 
management policy to obtain our fair share of defense procurement by being 
competitive rather than by depending upon the assistance of the Small Business 
Administration. We have concluded, therefore, that anyone who has a valuable 
service or a product to offer, can obtain defense business without special con- 
sideration because of the character or size of their business. 


ESSENTIAL PROCUREMENT PROBLEMS NOT COVERED 


While the Saltonstall bill deals effectively with a substantial number of major 
issues, it also, in my opinion fails to consider others of equal importance and 
significance. These are described hereinafter without attempting to propose 
the specific wording of legislation. It will be difficult to provide for some of 
them by revision to the Saltonstall bill because they have broad operational 
implications. My preliminary study indicates that at least some of the follow- 
ing items could be, and should be, added to the bill: 

(a) Multiple layers of review: There are many layers of review, and within 
the layers, many offices of review. There is no clear-cut policy as to the mission 
to be accomplished by each layer of review. Technical review, for instance, is 
accomplished by anyone who has engineering training regardless of the assigned 
purpose of his review. The requirements on military characteristics are like- 
wise altered and revised by everyone—fiscal experts, technicians, scientists. 
Implementing regulations will never clean up this maze since it is against human 
nature to expect the departments, agencies, etc., to limit their own activity and 
thus reduce their staff. Legislation should be considered which clearly places 
responsibility for the various types of review and definitely limits the number 
of layers of review which may be applied. 

(b) Difference between R. & D. ad production: Existing legislation, as mod- 
ified by the bill does not differentiate in establishing the type of preferred con- 
tract between research and development and production. Fixed price con- 
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tracts are definitely not applicable to research and development, and the appli- 
cation of incentive contracts is questionable. It should not be necessary to 
obtain the approval of the head of an agency (Army, Air Force, Navy, NASA, etc.) 
to use cost plus fixed fee contracts for R.& D. Legislation should be considered 
which permits the use of cost plus a fixed fee for all research and development 
without high level approval. 

(ec) Multiplicity of procurement regulations: The advantage of a single 
set of armed services procurement regulations are being lost by the multi- 
plicity of instructions, directives, etc., issued by the three services, which make 
minor and obscure changes in the ASPR’s. Legislation should be considered 
which requires the elimination of individual service regulations, instructions, 
directives, etc., and the inclusion in the ASPR’s of any worthwhile alternate pro- 
yisions required to handle special procurement situations. 

(d) Duplicating procurement administrative services: There are at least 
three such services, i.e., auditing, inspection, and security, where there is little 
reason to maintain three duplicating systems. Legislation should be considered 
which would require the Department of Defense to combine all of these activities 
under one agency which would serve all the other agencies. 

(e) AEC and Defense procurement: In the early days of the nuclear energy 
program, it was obviously necessary to set up separate and distinct procurement 
legislation and procedures. This has resulted in much duplication of admin- 
istrative services relating to procurement. The present situation should be 
carefully studied to see if conditions have changed sufficiently to warrant the 
writing of legislation which will eliminate duplication of procurement services. 


RECOMMENDED ACTION 


In the coming months, when the proposed legislation is under active study, 
review, hearing, and revision, the NSIA staff and committees should collect all 
possible data on this legislation and should disseminate this data to all mem- 
ber companies. The member companies should likewise furnish the NSIA staff 
with any data collected so that it may be made available to others. The NSIA 
cannot, aS an organization, because of a charter provision against lobbying, 
take an official position in regard to the legislation. It is, therefore, essential 
that each member company carefully study the proposed legislation and make 
its conclusions available to appropriate Members of Congress. This action will 
result in the enactment of the best possible legislation. 

This presentation was made at an open meeting of the procurement advisory 
committee at the 15th annual meeting of the National Security Industrial 
Association, the Waldorf-Astoria, New York City, Thursday, September 25, 
1958. It has been reproduced at NSIA national headquarters as part of the 
minutes of that meeting. 





ENCLOSURE B 
SALTONSTALL LEGISLATION 
COMPARISON OF EXISTING STATUTE, 8. 4294 (1958) AND S. 500 (1959) 


A bill, S. 4294, to amend title 10 of the United States Code with respect to 
procurement procedures of the armed services was introduced by Senator 
Saltonstall into the 85th Congress on August 14, 1958. During the closing 
months of the calendar year 1958, a tremendous amount of study by representa- 
tives of industry and members of the Department of Defense was conducted, and 
the results of this study were made available to Senator Saltonstall’s staff. 

Consequently, a revised bill, S. 500, was introduced by the Senator into the 
86th Congress on January 20, 1959. The following comparison will include 
existing statutes and both bills, in order to show the changes between the two 
bile, resulting from the studies of the past several months, as well as the 
effeet, on the statute, of the new bill. The bill is analyzed hereafter using as 
the identification the section number of title 10 and title 50 of the United 
States Code. 
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Section 2301 


Existing statute: 1. Bmphasizes fair treatment of small business, 

S. 4204: 

1. Increased emphasis on small business to include subcontracts as wel as 
prime contracts. 

2. Added an emphasis on preferred use of stock commercial items. 

S. 500: Provides a complete policy statement, emphasizing the relative 
importance of— 

1. Beonomy. 
. Efficiency. 
Stock items. 
. Competition. 
Timeliness. 
. Use of industry and science. 
. Incentives. 
. Small business. 

Analysis: The new bill is a significant improvement over both existing statutes 
and the previous bill. It would be improved by placing the emphasis on prod. 
ucts of a commercial or industrial character at a less prominent position in the 
policy statement. 


Section 2302 
Existing statute: Defines— 
1. “Head of an agency.” 
2. “Negotiation.” 
3. “Formal Advertising.” 

S. 4294: No change. 

S. 500: Adds a definition for “competitive negotiation.” 

Analysis: 

1. The omission of this additional definition from S. 4294 was merely an over- 
sight, since the other portions of that bill actually establish three types of 
procurement. 

2. This is a desirable change since it makes section 2303 compatible with sec- 
tion 2304, and thereby eliminates any confusion as to the intention of the 
legislation in establishing three separate and distinct types of procurement. 
Section 2304 

Existing statute: Requires the use of formal advertising unless the head of 
an agency determines that one or more of the 17 exceptions is applicable, in which 
case negotiation may be used. 

S. 4294: 

1. Placed competitive negotiation on an equal basis with formal advertising, 
eliminating the need for determinations. 

2. Added an 18th exception justifying negotiation based on quality. 

8. 500: 

1. Relates the equal status of formal advertising and competitive negotiation 
to the purposes of the expanded policy statement. 

2. Modifies the second exception so that it references both “formal advertising” 
and “competitive negotiation.” 

3. Does not include a negotiation exception for quality. 

Analysis: 

1. The addition of the reference to the policy is valuable. 

2. Hither in its old or new form, this change represents the greatest potential 
for the saving of time and expenses in procurement. 

3. The saving of time and expense to be realized by raising competitive nego- 
tiation to the same status as formal advertising is not as great as was contem- 
plated when we first studied this legislation. Approximately 60 percent of the 
defense dollar will still be spent on a negotiated basis for procurement by amend- 
ment to existing contracts. Moreover, the Department of Defense must still 
maintain some administrative control over the use of competitive negotiation, 
even though not required to maintain the formal “determination and findings” 
system. Also, Department of Defense officials state that the processing of deter- 
minations and findings has proceeded simultaneously with other actions in pro- 
curements, and has not been a major deterring factor in procurement. 

4. The establishment of a third type of procurement, competitive negotiation, 
partially satisfies the educational program on the part of NSIA to gain recog- 
nition that negotiations can be competitive. 
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5, It is probable that this legislation will result in a reduction of the per- 
centage of the defense dollar which is spent by formal advertising since there 
gre many procurements: in the past which could have been processed more 
efficiently by competitive negotiation if there had not been the restrictions ggainst 
the use of competitive negotiation. ; ; : 

6. The elimination of the “quality” exception previously added is unimportant 
since there are enough exceptions to cover the requirements of quality. : 

7. Although it is believed that most of the present 17 exceptions are still 
applicable, it is recommended that they be carefully reviewed to see if some 
of them should be eliminated. ’ 

8, Clause 14 should reference “competitive negotiation” rather than “competi- 
tive bidding.” 

Section 2305 

Existing statute: 

1. Establishes the key procedures to be followed in formal advertising. 

2. Establishes the requirement for detailed specifications which has resulted 
in the use of definitive rather than performance specifications. 

§. 4294: 

1. Attempted to make the existing key procedures appropriately applicable 
to formal advertising and competitive negotiation. 

2. Added a requirement for the use of functional or performance specifications 
without eliminating the requirement for the use of detailed specifications. 

§. 500: 

1. Establishes key procedures for formal advertising and competitive negoti- 
ation separately. 

2. Gives positive authority to the head of an agency for restricting formally 
advertised bids to small business. 

3. Requires the Secretary of Defense to establish regulations for conduct of 
procurement for formal advertising and competitive negotiation. 

4. References the need for considering cataloging and standardization needs 
in preparing specifications. 

5. Eliminates the requirement for detailed specifications. 

6. Establishes the main emphasis for specifications on the preparation in 
the simplest manner, and puts a secondary emphasis on the use of performance 
specifications. 

Analysis: 

1. Assuming that the small business program is an established part of our 
defense procurement system, the provision that the head of an agency may 
restrict formal advertising to qualified small business concerns is realistic and 
desirable. It will eliminate the necessity for joint determinations by the agency 
and Small Business Administration. 

2. In establishing the procedure for negotiation, the language “equal oppor- 
tunity to revise their proposals” is ambiguous and probably undesirable. The 
suggested revised language is “opportunity to revise and/or clarify their pro- 
posals in the areas covered by the discussions”. This will give the procuring 
officials some control over the scope of revised bids submitted as a result of 
competitive negotiation. 

3. It is understood that the requirement that “formal advertising and competi- 
tive negotiation” be conducted in accordance with regulations prescribed by the 
Secretary of Defense was included at the request of military procurement per- 
sonnel. In view of the broad scope of this problem, implementing regulations 
would have been necessary even without the inclusion of this requirement in the 
legislation. 

Section 2306 

Existing statute: 


1. Prohibits the use of cost-plus-a-percentage-of-cost contracts. 

2. Establishes the requirements for the warranty against contingent fees. 

3. Establishes the requirement for head of agency determination in the use of 
CPFF, cost, and incentive contracts. 

4. Establishes the fee limitation for CPFF contracts. 


5. Establishes requirements for prior notice by contractors to the agency in 
making subcontracts. 
S. 4294: 


: 1. Eliminated the requirement for head of agency determination in the use of 
incentive contracts. 
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2. Established a preference for fixed price and incentive contracts on an equa} 
basis. 

3. Required rather than permitted the head of an agency to make the type of 
contract which would best promote the interests of the United States. 


1. Removes the preference for fixed price and incentive contracts, leaving the 
entire emphasis on the use of the contract type which will best promote the ip. 
terests of the United States. 

2. Permits the unconditional use of cost and CPFF contracts in experimental, 
developmental or research work. No determination is necessary. 

3. Grants authority to the heads of agencies to limit specific subcontracts under 
defense primes to small business. 

Analysis: . 

1. Existing statute favors fixed price contracts, and implies that other types of 
contracts are undesirable. Since it has been found impossible, even with a tre. 
mendous emphasis on the use of fixed price contracts on the part of Congress, to 
spend more than 15 percent of the defense dollar on a fixed price basis, this ap- 
pears to be unrealistic. 

2. The emphasis of the new bill on the use of the type of contract which will 
promote the best interests of the United States is more realistic than that of the 
old bill on fixed price and incentive contracts. 

3. The removal.of the requirement for determination on the use of cost and 
CPFF contracts for research and development is very desirable. 

4. In view of the complexity and lack of definition on the great majority 
of modern procurements which are generally CPFF, consideration should be 
given to completely removing the requirement for determinations on the use 
of CPFF type contracting. The consideration should be whether or not such a 
removal of the requirement for determinations would speed up the procurement 
of complex weapons systems, which is generally done on a CPFF basis. Fixed 
price contracting is still most desirable on the part of both the Government and 
industry whenever the scope of the work to be performed can be sufficiently 
defined, and we should constantly strive to obtain a greater percentage of fixed 
price contracting. 

5. The provision for restricting subcontract competition to small business 
concerns during the negotiation of the basic prime contract is unrealistic and 
almost impossible of fulfillment. It is very seldom that the detailed subcontract 
and purchased part procurement plan for a major prime contract is established 
in sufficient detail at the time of the prime contract negotiations to select the 
items which are to be restricted to small business. This legislative program 
must be rewritten to provide for a review of the subcontract procurement pro- 
gram at some appropriate point subsequent to original contract negotiation, and 
at that time select the items to be restricted exclusively to qualified small busi- 
ness concerns. It should be pointed out, however, that such a program will be 
time consuming and is basically in opposition to the basic intent of this legis- 
lation, which is to increase management responsibility on the part of prime 
contractors and to speed procurement. 


Section 2311 

Existing statute: 

1. Permits the head of the agency to delegate all determinations justifying 
negotiation, except those based on research and development, security, dupli- 
cation of facilities, failure of formal advertising and industrial mobilization. 

2. Limits the authority of the head of the agency to delegate determinations 
justifying the use of advance payments. 

S. 4294: No. change. 

S. 500: Permits delegation by the head of the agency to any officer or official 
of the agency, of the power to make determinations and decisions on everything 
except the industrial mobilization exception. 

Analysis: This change will permit the accomplishment of the determination 
and decision at the level of supervision which is best qualified to make the correct 
decision with the least expenditure of time. 


Section 2313 


Existing statute: 


1. Entitles an agency representative to audit the books on CPFF primes and! 
on any subcontracts thereunder. 
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2. Requires that all negotiated contracts provide for Comptroller General 
access to the books, papers, and records of the contract and all subcontracts 
resulting therefrom. 

§. 4294: No change. 

§.500: Extends the Comptroller General provision to both competitive and 
noncompetitive negotiated contracts. 

Analysis: Oversight in 1958 bill, logically corrected in the new bill. 


Section 2353 

BPxisting statute: 

1. Provides that contracts for research and development may include the 
acquisition or construction of research, developmental, or test facilities. 

2. Describes the provisions for reimbursing the Government for those facilities 
not readily removable or separable. 

§. 4294: Added an additional provision that any contract shall provide for the 
reimbursement by the contractor for advisory engineering services furnished 
by Government personnel. 

§.500: Eliminates the additional provision. 

Analysis: This provision in the 1958 bill was vague and subject to misunder- 
standing as to its purpose and implementation. Its removal is desirable. 


Section 2356 


Pxisting statute: 

1, Prescribes the conditions and levels under which the Secretary of a military 
department may delegate authority under certain specialized contract matters, 
such as acquisition or construction of test facilities or equipment, indemnifica- 
tion provisions, and vouchering procedures. 

2. Specifically permitted the Secretary of a military department to delegate the 
negotiation and administration of contracts for research and development. 

§. 4294: No change. 

§. 500 : 

1. Prescribes that the power to negotiate and administer contracts for research 
and development applies to either competitive or noncompetitive negotiation. 

2. Eliminates a sentence defining “negotiation,” which is no longer valid. 

Analysis : This change is desirable. 


Section 2389 


Existing statute: The statute existing at the time of the 1958 bill stopped with 
section 2386. 

§. 4294: 

1. This section was designated as “2387” since the procurement legislation 
which was passed in the closing days of the 85th Congress and which added 
sections 2387 and 2388 pertaining to other subjects, had not yet been enacted. 

2. Defined “operational systems”. 

3. Required the head of each military department to formally and publicly 
designate “operational systems”. 

4. Required the head of each military department to establish a system 
manager for the procurement of each operational system. 

5. Required that operational systems be procured from a single prime con- 
tractor unless the head of a military department determined that the national 
interests would not be served thereby. 

6. Provided that each contract with a single prime contractor should require 
the procurement of standard items of property in use within the armed services 
from an appropriate military supply activity, or a supplier who furnished such 
items to a military department. 

7. Required that prime contractors in subcontracting should employ full and 
free competition, should utilize preferential procurement procedures to increase 
the participation of small business concerns, and should furnish the designated 
system manager a list of the people who would be permitted to compete for 
subcontracts. 

8. 500: 

1. Revises and simplifies the definition of the term “operational system’’. 

2. Contemplates and authorizes that the operational system manager have 
authority and responsibility for planning, budgeting, research, design, develop- 
ment, acquisition, logistic support, and training. 

3. Permits the head of a military department, if he determines that it is 
impracticable to procure an operational system from a single prime contractor, 
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to accomplish such a procurement by contracting with a number of prime 
contractors. 

4. Prescribes that the prime contract shall set forth the authority ang 
responsibility of the prime contractor for design, development and production 
of the system. 

5. Does not include a requirement for procurement of standard items now ip 
use within the armed services, from the military supply activity or supplier 
who normally furnishes such items to a military department. 

6. Replaces the requirements for subcontracting established by S. 4294 with 
the following: 

(a) Requires that prime contractors and all lower tier subcontractors accom- 
plish the maximum practicable amount of subcontracting. 

(bv) Requires that subcontractors be selected on a competitive basis. 

7. Requires that the Secretary of Defense will establish regulations for 
the procurement of operational systems which will, 

(a) Insure proper consideration of standardization to satisfy logistic support 
and training requirements. 

(bv) Insure small business the opportunity to participate in subcontracts, 

Analysis: 

1. The recognition in armed services procurement legislation of weapons sys- 
tems procurement practices which have been prevalent for the last 5 years, is 
considered to be desirable. 

2. The broadening of the term “weapons system” to the new term “operational 
system” is also desirable, since many equipments not normally weapons are 
being procured by this method. 

3. The definition of “operational system” in the new legislation is more satis- 
factory than that contained in the 1958 bill. 

4. The requirement for public designation of “operational systems” and the 
making of periodic reports, appears to be inconsistent with the desire to eliminate 
paperwork and decrease leadtime; however, it will give Congress a regular basis 
for overseeing the use of the “operational systems” concept. 

5. The requirement that each military department designate an “operational 
system manager” from within the department is considered desirable, and the 
description of the areas of authority and responsibility of this “system manager” 
is highly desirable. However, there is a strong objection in some quarters that 
this requirement improperly “legislates organization” and will unbearably in- 
crease personnel if too many projects are set up on an “operational system” basis. 
It is felt that these dangers can be avoided by restricting the “operational system” 
designation to only a relatively few and important equipment procurements. 

6. The provision in the new legislation permitting the procurement from a 
number of prime contractors rather than a single prime is realistic and desirable. 

7. The provision that the individual prime contract will be used as the docv- 
ment to define the authority of the prime contractor permits a great deal of 
flexibility in establishing the specific “operational system” program. This will 
permit retention by the Government “‘system manager” or delegation to the prime 
contractor of responsibilities normally held by the other party. 

8. The provision requiring the maximum amount of subcontracting and the use 
of competition in subcontracting is highly desirable and should correct a major 
deficiency in present weapons systems procurement methods without detracting 
from the management responsibility of the prime weapons systems contractor. 
An additional provision is required to permit the selection of a group of contrac- 
tors bidding as a team without requiring further competition for subcontracts 
in the areas originally proposed by the subcontract members of the team. This 
additional provision may need some explicit accommodation to the antitrust laws. 

9. The requirement that the Secretary of Defense establish regulations which 
will insure that the needs of logistic support and training are met, is realistic 
and desirable. 

10. The requirement for special preferential consideration for small business 
in selecting subcontractors, is contrary to the basic intent of the legislation 
which is to decrease leadtime. 


Section 1250. Title 50 


Existing statute: Provides the mandatory exemptions for renegotiation. 
S-4294: Added additional exemptions for— 

1. Any contract entered into after “formal advertising’. 

2. Any contract entered into after “competitive” negotiation. 

3. Any “incentive” contract. 








is T 
deft 
exc 


opel 
pro: 


con: 
mer 


are: 
sho’ 








and, 
ction 


w in 
plier 


com- 


; for 


Dport 
ts. 


} sys- 
rs, is 


ional 
$ are 


Satis- 


d the 
‘inate 
basis 


ional 
d the 
ager” 
} that 
y in- 
basis. 
stem” 
nts. 

om a 
rable. 
docu- 
al of 
3 will 
prime 


le use 
najor 
icting 
actor. 
itrac- 
tracts 

This 
laws. 
which 
listie 


siness 
lation 





| 
| 


MILITARY PROCUREMENT 369 


g, 500: Changes the additional exemptions to— 
1. Any fixed price contract made under chapter 137, title 10. 
9, Any contract made under such chapter after “formal advertising.” 
8. Any “incentive” contract made under such chapter. 

Analysis : 

1. The elimination of fixed price and incentive contracts from renegotiation 
js realistic since the application of renegotiation procedures to such contracts 
defeats the original purpose of the contract, and since the protection against 
excessive profits is provided by the basic contract itself. 

9. The exemption of “formally advertised” contracts from renegotiation is 
realistic since the Government was protected from excessive prices by the original 
open competition, and the incentive to participate in “formally advertised” 
programs is removed if the contractors’ rewards for efficiency are taken away 
from him by renegotiation. 

8. The application of renegotiation to competitively negotiated contracts is 
considered undesirable since all of the elements necessary to protect the Govern- 
ment against excessive prices existed at the time of the competition. 

4. The exemptions established by 8S. 4294 or by S. 500 would leave so narrow an 
area of contract types for renegotiation that it is doubtful that the renegotiation 
should be continued if these additional exemptions are passed. 


Rosert B. CHAPMAN III, 
Chairman, Subcommittee on Procurement Legislation, 
Contract Negotiations Task Committee. 


ENCLOSURE C 
PROCUREMENT TRENDS—1959 DEFENSE PROCUREMENT LEGISLATION 
(By Robert B. Chapman III, executive vice president, Aircraft Armaments, Inc.) 
INTRODUCTION 


The 86th Congress, now in session, is considering a sizable number of bills 
which propose to modify existing statute concerning armed services procurement 
and renegotiation procedures. Various aspects of defense procurement have 
been the subject of hearings by the Senate Small Business Committee and by 
the House Armed Services Investigating Subcommittee. Commencing on July 
18, 1959, a special Senate Armed Services subcommittee (footnote 1), recently 
appointed, is conducting hearings on the broad subject of defense procurement 
practices and will particularly consider the two major elements of the Salton- 
stall legislation, S. 500, i.e., “Operational systems” and ‘Competitive negotiation.” 

The purposes of this paper are to generally describe the many conflicting pro- 
posals to modify procurement statute, to discuss the probable reaction of inter- 
ested government bodies and affected industry, and to state my own personal 
opinion as to the desirability of the various proposed changes. This personal 
opinion is based upon approximately 1 year’s study of defense procurement 
legislation. This study has shown me the complexity of the many diverse issues 
involved in procurement, and has caused me to take a moderate position on almost 
every one of the issues. 

Reference is made to two papers recently prepared by me for the National 
Security Industrial Association. The first (footnote 2) was a detailed analysis 
of 8. 4294, as introduced by Senator Saltonstall in the closing days of the 85th 
Congress. The second (footnote 3) was a detailed comparison of S. 4294 with 
8. 500 (Senator Saltonstall’s revised bill introduced early in the 86th Cong.), 
and with existing statute. In view of the large number of pertinent bills intro- 
duced into the 86th Congress, it has not been possible to include in this paper a 
detailed analysis of the effect of each bill on procurement statute. Only the 
general sense or meaning of each bill will be described. Moreover, it is probable 
that there has been bills introduced dealing with procurement matters which are 
not described herein since no general index other than the Commerce Clearing 
House (footnote 4) service has been available to me. It is believed that the 
Set of the pertinent legislation has been identified and is dealt with 
ereafter. 
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DESCRIPTION OF LEGISLATION 


All of the pending procurement legislation has been drafted for one or both 
of two purposes. These are to modify defense procurement procedure and to 
extend and modify the renegotiation procedures. The modifications to procure. 
mrent procedures attempt to decrease leadtime, achieve economy, increase eo. 
petition, and to use defense spending for economic purposes. The modifications 
to renegotiation procedures attempt to redefine the types of contracts to be 
renegotiated. In both types of legislation the various bills represent viewpoints 
“poles apart.” 

Four Senate bills and 24 House bills are considered. They are identified by 
the number and name of the Congressman who introduced the bill (footnote 5), 
This analysis will deal with the legislation proper and not with the explanatory 
remarks of the Congressman when introducing the bill. The number of Honse 
bills is reduced when it is realized that, in one case, six of them are identicea] 
and, in another case, five of them are identical. Moreover, two of the House 
bills are complementary to previously introduced Senate bills. The inter. 
relation between the bills is complex and they cannot easily be categorized, 

Senator Saltonstall’s bill, 8S. 500, has two major purposes. These are to cut 
down leadtime in the development of complex military equipment, and to 
improve the efficiency and economy of Government procurement. The legisla- 
tion proposes amendment of existing statute to— 

(a) Establish for the first time a complete policy for armed services 
procurement. 

(b) Raise competitive negotiation to an equal status with formal 
advertising. 

(c) Permit the unrestricted use of cost-plus-fixed-fee type contracts for 
research and development programs. 

(d) Establish performance specifications as the preferred type of 
specification. 

(e) Recognize, define, and establish the basic concept for “operational 
systems” procurement. 

(f) Eliminate from renegotiation those types of contracts wherein the 
reasonableness of the contractors’ profits have already been established by 
other methods. 

The Thurmond bill, S. 814, proposes to establish statute which will prohibit 
procurement by negotiation rather than by advertising where the justification 
for the use of the former is the existence of surplus labor or the designation of 
a disaster or distressed area. It further prohibits the allocation of a portion of 
any program on the basis of such designations. 

The Williams bill, S. 1383, was endorsed by 14 other Senators, indicating 
considerable support. The major purpose of the bill is to require the use of 
competitive bidding (by definition of this bill, only formal advertising is com- 
petitive) to the greatest practicable extent, and to accomplish this it proposes 
the following statutory amendments: 

(a) The Secretary of Defense must prescribe regulations which will serve as 
specific standards for applying the exceptions permitting negotiation. These 
regulations shall provide for uniform practice by all Armed Forces and shall 
require the maximum use of competitive bidding. 

(b) All of the exceptions permitting negotiation are modified to eliminate 
such wording as “he determines that” (referring to the head of an agency), and 
to substitute the wording “required by” (referring to the regulation to be pre 
scribed by the Secretary of Defense). 

(c) The head of the agency must notify the Attorney General’s Office whenever 
he makes a negotiation pursuant to clause 10 or clause 15. These clauses cover 
the situations where it is impracticable to obtain competition or where it has 
been determined that the bid prices received after formal advertising are un- 
reasonable. The Attorney General must then make an investigation to determine 
if a violation of law was responsible for or contributed to the inability of the 
Armed Force to obtain competition. The Attorney General must report im- 
mediately to Congress on all such investigations. The proposed legislation allows 
no latitude and is explicit in requiring Attorney General investigations and 
reports. 

The Javits bill, S. 1875, was endorsed by Mr. Keating and Mr. Case, and its 
principle purposes are to establish a basis for “competitive negotiation” similar 
to the Saltonstall bill, and also to require consideration of labor surplus and 
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strategic and economic necessities in placing procurement. The major amend- 
ments to statute are: 

(a) Establishes a broad policy statement which clearly indicates that “formal 
advertising” and “competitive bidding” are synonymous, requires the use of 
“eompetitive negotiation” whenever negotiation is used, emphasizes the need 
for economy and efficiency, requires the maximum procurement of products 
readily available in the open market, and states that the defense procurement has 
qa meaningful effect on the Nation’s economic health. It therefore requires that 
a fair proportion of purchases be placed with small business concerns, a fair 
proportion of business be placed in areas of substantial labor surplus, and further 
requires that the procuring agency shall consider strategic and economic desir- 
ability of allocating purchases to different geographical areas of the Nation. 

(b) Eliminates the type of procurement known as negotiation and substitutes 
therefor the type of procurement established by the Saltonstall bill, “competitive 
negotiation.” 

(c) Establishes for “competitive negotiation” the same definition as given by 
the Saltonstall bill. 

(d) Makes all of the exceptions which now justify the use of “negotiation” 
applicable to the justification of the use of “competitive negotiation.” 

(e) Permits the restriction of bids which otherwise would be “formally ad- 
yertised” to qualified small business concerns or to concerns in a specified geo- 
graphical area. 

(f) Requires the preparation of procurement specifications in the simplest pos- 
sible manner and indicates a preference for the use of performance specifications. 

The definition for “competitive negotiation” requires the solicitation of two or 
more sources. Several of the exceptions permitting competitive negotiation are 
definitely written to permit negotiation with one source only. The two classes of 
procurement established by this bill, formal advertising and competitive negotia- 
tion, are not realistic since they do not provide for the third class where nego- 
tiation is with a single source. 

The Lane bill, H.R. 184, adds an additional exception which will permit the 
purchase of textiles, including, but not limited to, wearing apparel by negotiation. 
It also permits the head of an agency to place textile contracts with suppliers 
who will perform the contracts substantially in labor surplus areas. It specifi- 
eally prescribes that price differentials may be paid for such purposes. 

The Philbin bill, H.R. 895, permits the withholding of 20 percent of any pro- 
curement from the successful bidder for distribution among small business con- 
cerns, not exceeding five, which submit the lowest bids submitted by small 
business concerns. A price differential of 15 percent above that paid to the 
successful bidder is authorized. 

Mr. Philbin’s second bill, H.R. 896, follows the traditional pattern of legislation 
by members of the House Armed Services Committee and includes the following: 

(a) The revision of exception 1, justifying negotiation, restricts the applica- 
tion of this exception to national emergencies declared by Congress only (the 
present statute also includes national emergencies declared by the President). 

(0) lncreases the aollar amount for negotiation of small procurements estab- 
lished by exception 3 from $1,000 to $2,500. 

(c) Modifies exception 9, permitting negotiation to include nonperishable 
sustenance as well as perishable sustenance. 

(d) Modifies the catchall exception 17, permitting negotiation to specifically 
include the furtherance of small business, labor surplus areas, or major disaster 
area programs. It also requires that the Secretary of Defense establish regula- 
tions which clearly describe and define the terms “labor surplus area” and 
“major disaster area.” 

(e) States that it is the declared policy of Congress that all procurement shall 
be by advertised bidding and requires that any agency head or person not use the 
exceptions permitting negotiation unless the facts and circumstances in justifi- 
cation thereof are clear and convincing. 

(f) Establishes special semiannual reports to Congress differentiating between 
contracts which are formally advertised and those which are negotiated. 

The King bill, H.R. 5123, has as its essential purposes the extension of the 
Renegotiation Act of 1951 for 2 years, and also provides additional factors to 
be considered in determining excessive profits, permits appeals from decisions 
of the Tax Court in renegotiation cases, provides for reports to Congress, and 
provides a better formula for identifying standard commercial articles to be 
exempt from renegotiation. 
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The Bates bill, H.R. 5137, was submitted as a companion bill to S. 500. The 
relatively small number of minor changes in wording do not make any significant 
difference. 

The O’Brien bill, H.R. 6060, will amend the so-called Buy American Act to 
provide that Congress shall have the right to disapprove certain contracts entered 
into by agencies of the Federal Government for the purpose of acquiring articles, 
materials, or supplies from abroad. 

The Smith bill, H.R. 6203, will require the expenditure of 60 percent of the 
funds expended for military aircraft and missile repair and overhaul with 
private industry. It is the purpose of the bill to provide for termination to the 
maximum extent compatible with national security and public interest, of all 
aircraft and missile business-type activities engaged in by the military depart- 
ments of the United States to the detriment of private industry. The bill estab. 
lishes a temporary commission to be known as the National Commission of Air- 
craft and Missiles to study and investigate the effect on private industry of 
Government operations in these areas. It is to make a report of its findings 
and recommendations to the President and the Congress not later than 1 year 
after the date of the act. 

Mr. Multer’s bills, H.R. 6374 and H.R. 6670, have as their fundamental purpose 
the amendment of the Renegotiation Act of 1951 to assist small business. The 
only difference between the bills is the minimum amount subject to renegotiation, 
which is established by the first bill at $5 million, and the second bill at $2 
million. The bill requires, in determining excessive profits, favorable recog- 
nition of economies achieved through contracting with small business concerns, 
and the provision of incentive rewards for fair profit allowances to any con- 
tractor or subcontractor who achieves economies to increase the part of small 
business concerns in.procurement. It further provides that the proceeds of any 
subcontract up to $1 million awarded as a result of competitive bidding in which 
three or more responsible and competitive bidders have taken part, and where 
the subcontractor is not owned, controlled, or affiliated with the contractor, shall 
be excluded from the amounts to be renegotiated. This bill also contains a 
specific formula to be used to identify standard commercial articles. 

House bills H.R. 6382 through H.R. 6387, introduced by Messrs. Avery, McCul- 
loch, Moore, Quie, Robison, and Smith, respectively, are very similar to Mr. 
Multer’s bills in that they propose to amend the Renegotiation Act of 1951 to assist 
small business. These bills provide for favorable recognition of economies 
achieved through subcontracting with small business concerns, and the provision 
of incentive rewards through proportional profit allowances. They also establish a 
$5 million figure for the minimum amount subject to renegotiation. The bills 
exclude from renegotiation any fixed price or incentive type contract or sub- 
contract which, by its terms, is subject to price redetermination or price revision, 
and any contract or subcontract awarded at a fixed price to the lowest accept- 
able bidder as a result of competitive bidding by three or more responsive or 
competitive bidders. The bills provide a definition for the standard commercial 
articles identical to that provided by Mr. Multer. 

The Stratton bill, H.R. 6612, proposes to amend the Buy American Act to 
establish a basis for determining when the cost of certain articles, materials, or 
supplies is unreasonable. Basically, it provides that the lowest bid received 
from a bidder who plans to do substantially all of the work, including the 
mining of basic material, in the United States shall be deemed not unreasonable 
if it is not more than 25 percent greater than the bid of a foreign producer. It 
also provides for a review by the Director of the Office of Civil and Defense 
Mobilization to make sure that contracts placed under these provisions are not 
detrimental to the national security. 

The Stratton bill, H.R. 6942, is similar to H.R. 6060. 

House bills H.R. 6964, H.R. 7002, H.R. 7061, H.R. 7076, and H.R. 7090 were 
presented by Messrs. Anfuso, Kilburn, Wharton, and Barry. These bills are 
identical to the Javits bill, S. 1875. It is understood that these bills, and the 
Senate bill, resulted from collaboration of the Members of Congress from 
New York State. 

The Mills bill, H.R. 7086, is now designated as an act, since it has been passed 
by the House and sent to the Senate. The description of the other negotiation 
bills has been included to show the various opinions which exist in Congress in 
regard to renegotiation. This act provides— 

(a) For the extension of renegotiation to June 30, 1963. 
(6) For the consideration in determining excessive profits of the econ- 
omies achieved in subcontracting with small business concerns. 
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(c) For the consideration in determining excessive profits of the use of 
public and private capital with particular emphasis on net worth. 

(ad) That the Board shall indicate separately its consideration of and 
the recognition given to the efficiency of the contractor or subcontractor. 

(e) The establishment of a 5-year loss carryforward. 

(f) The requirement that the Board, when making a determination of 
excessive profits to be eliminated, provide the contractor with a statement of 
such determination, of the facts used as a basis therefor, and of the reasons 
for such determination. 

(g) That the Board shall make available for inspection by the contractor, 
reports and other written material furnished to the Board by a Department 
relating to renegotiation proceedings. 

~ (h) Defines the degree to which determinations of the Renegotiation Board 
will be recognized in Tax Court proceedings. 

(i) Establishes the court of jurisdiction for review of Tax Court decisions. 

The Morgan bill, HR 7150, will amend the Small Business Act to provide 
that the affiliate or subsidiary status of a business concern in an economically 
distressed area shall not be taken into account in determining whether such 
concern is eligible for assistance in securing Government procurement contracts. 


PROBABLE RECEPTION BY GOVERNMENT AND INDUSTRY 


A close association with the review of the Saltonstall legislation by Govern- 
ment agencies and by industry permits some evaluation of the probable reception 
of the new legislation described above by Congress,.by the executive branch of 
the Government, and by industry. It is interesting to note that the Saltonstall 
legislation is the broadest of all of the bills, and takes a viewpoint in almost 
every element which is based upon consideration of the needs of national de- 
fense. The principal amendments to procurement or renegotiation statutes in- 
cluded in the legislation described above can be summarized as follows: 

(a) Emphasis on the use of operational-systems type of procurement, and 
establishment of some basic requirements for such procurement. 

(b) The establishment of competitive negotiation on an equal basis with 
formal advertising as a third class of procurement. 

(c) The provision for delegating the authority in determining the necessity 
for negotiation. 

(d) The establishment of a definition that “formal advertising” and “com- 
petitive bidding” are synonymous, and the requirement that competitive bidding 
be used wherever practicable. 

(e) The requirement that the Secretary of Defense publish regulations stand- 
ardizing the application of the negotiation exceptions. 

(f) The requirement that the Attorney General investigate the inability 
of the Department of Defense to obtain competition in specific cases resulting 
in the award of contracts by sole source negotiations. 

(g) The elimination of “negotiation” and the substitution therefor of “com- 
petitive negotiation.” 

(h) The requirements that specifications be as simple as possible. 

(i) The establishment of a preference for the use of performance specifica- 
tions over definitive specifications. 

(j) The establishment of a broad policy to govern defense procurement. 

(kK) The requirement for the procurement of commercial or shelf items 
wherever possible. 

(1) The prohibition of the use of economic factors as a justification for the 
negotiation of contracts and/or as a justification for the allocation of a portion 
of a program on a noncompetitive basis. 

(m) The requirement that the Defense Department consider economic factors 
both for mobilization and labor surplus purposes in placing contracts. 

(n) The establishment of special procedures for procurements made by the 
textile industry based on economic factors. 

(o) The establishment of a committee to investigate and recommend the 
elimination of industry-type Government establishments in the aircraft and 
missile fields. 

(p) The establishment of specific percentages governing the placement of 
contracts with small business. 

(q) The revision of the Renegotiation Act to provide incentives for subcon- 
tracting to small business. 
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(r) The provision that affiliate or subsidiary relationships shall not be use@ 
to eliminate a company from the special privileges of the Small Business Act, 
if the company is located in an economically distressed area. 

(s) Extension of the Renegotiation Act. 

(t) Establishment of net worth, and the use of public and private capital as 
major factors in the consideration of determining excessive profits during 
renegotiation. 

4) The provision for the furnishing to contractors of information utilize 
by the Renegotiation Board in determining excessive profits, and of the state. 
ments of the Board relating to such determinations. 

(v) The establishment of the relation of Renegotiation Board determinations 
to Tax Court redeterminations. 

(w) The exclusion from renegotiation of specific types of contracts where 
safeguards against excessive profits have already been provided by the com- 
petition which resulted in the contract or by the terms of the contract itself. 

(#) The provision for the review by Congress of procurements from foreign 
countries before they are placed into final effect. 

(y) The provision for a 25 percent price differential in favor of U.S. bidders 
when competing with foreign bidders for defense procurements. 

Legislation providing for procurement of operational systems through a single 
manager is a v ry controversial matter. There has been no public support of 
this element by any other Senators either by their expression of opinions or in 
drafting similiar legislation. The House, based on press releases after recent 
hearings by the Armed Services Investigating Subcommittee, may support such 
legislation if it provides for continuance of control by Government agencies and 
emphasizes the necessity for extensive competitive subcontracting. The General 
Accounting Office has stated that it is unalterably opposed to any legislation 
which will expand the use of a single manager concept, and the Department of 
Defense has expressed itself as being opposed to any legislation which empha- 
sizes any one management concept over another. The Department of Defense 
position is that there is no such thing as a single operational or weapons system 
procurement method, but that there are many variations and combinations 
thereof. Personnel of diversified industrial concerns able to undertake systems 
programs, in general favor the establishment of legislation such as proposed 
in S.500. Business organizations specializing in a particular service or product, 
who have long been accustomed to dealing directly with the Government and 
are now required to work as a subcontractor to an operational or weapons sys- 
tems manager, tend to oppose this legislation. In general, it may be stated that 
the former group are large or medium size and the latter group are usually 
medium size or small business. 

Regardless of how one feels about “competitive negotiation,” the fact remains 
that the distribution of defense procurement is approximately 15 percent by 
formal advertising, 20 to 25 percent by competitive negotiation, and 60 percent 
by negotiation. These percentages are based on the definitions of the three 
types of procurement established by 8S. 500. These percentages have been 
obtained after years of effort on the part of Congress and the Department of 
Defense to procure everything by formal advertising. The House Armed Serv- 
ices Committee has traditionally opposed the use of negotiation and has 
traditionally refused to admit that negotiations can be competitive. There is 
no evidence that they have altered their position. There is evidence of support 
for Senator Saltonstall’s establishment of competitive negotiation in other 
Senate and House bills. There is strong support for this establishment of 
competitive negotiation on an equal basis with “formal advertising” from the 
Department of Defense and Industry, and there is strong opposition from the 
General Accounting Office. At the present time, it appears that any new pro- 
curement legislation passed by this Congress will be strengthening the require 
ments for “formal advertising” and further inhibit the use of “negotiation.” 

It is highly improbable that the provision for eliminating the present emphasis 
on definitive specifications, and substituting therefor an emphasis on simplicity 
with a preference for performance specifications, will be enacted. Obviously, 
definitive specifications are most suitable for “formal advertising.” If the 
emphasis on formal advertising is to be maintained as predicted above, then 
the emphasis on the use of definitive specifications will remain. 

There seems to be some support in a number of the bills now being considered 
for the establishment of a broad policy to govern defense procurement. How- 
ever, any such establishment of a broad policy will tend to dilute the present 
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emphasis on small business, since the support of small business is the only 
statutory policy of Congress in regard to defense procurement. It is probable, 
therefore, that no policy changes will be made. re 

The provision regarding the procurement of shelf or commercial items wher- 
ever possible is obviously sensible and has received almost uniform approval. 
However, it conflicts with requirements for formal advertising and is difficult 
to implement, and there is little likelihood of any legislation being passed on 
this matter. 

On the matter of economic relief to areas of labor surplus, major disaster, and 
economic distress, it is certainly true that the defense procurement dollar is large 
enough in comparison to other commercial business that it can have some effect. 
However, defense procurement is less than 9 percent of the gross national product 
and it would be highly improbable that any major percentage of defense procure- 
ment could be placed with full consideration of economic problems. The support 
for such legislation comes from large industrial States which are facing economic 
distress, and the opposition will come from States which do not have much de- 
fense industry. There should certainly be little or no support from the Depart- 
ment of Defense or the General Accounting Office for such procurement, since it 
obviously will incur additional costs and further dilute an already inadequate 
pudget. Industry will probably divide between those who will be benefited by 
such legislation and those who would see contracts which they would otherwise 
win by efficiency and ability, placed elsewhere at a higher cost as a reward for 
inability to compete. 

On the matter of a committee to investigate and recommend the elimination of 
industry-type Government establishments in the aircraft and missile fields, I 
have not seen any evidence of any strong feeling one way or another. Certainly, 
the policy of the present administration and of the Department of Defense has 
been to eliminate governmental establishments which are competing with in- 
dustry. A large number of such establishments still exist despite this policy on 
the part of the present administration, not only in the aircraft and missile indus- 
tries but in Army Ordnance and also in the Navy. Based on the information at 
hand, it is not possible to predict the probable reactions to this legislation. 

The many and varied provisions which are in favor of small business in both 
procurement procedures and renegotiation procedures follow a popular trend. 
Obviously, it will be impractical for all of these provisions to be included. It is 
probable that any legislation resulting from the multiplicity of bills now being 
considered will include some increased privileges and support of small business. 
My own personal experience, based on a 9-year association with a company which 
has grown from small business to large business, is that such increased privileges 
are not necessary and may, in fact, be detrimental to national security. How- 
ever, the term “small business” has now almost become synonomots with “de- 
mocracy” and legislators feel obligated to vote affirmatively on legislation favor- 
ing small business. 

Amendment to the Renegotiation Act is already implied by the passage of H.R. 
7086 by the House. This bill represents a fair and reasonable compromise of the 
position of the Department of Defense and the other Government agencies in- 
volved. It is probable it will be passed by the Senate and become law. It should 
be noted, however, that the bill as passed does not include any major increase in 
the specific types of contracts to be excluded from renegotiation. 

It is not possible, with the information at hand, to predict the reactions of the 
Government and of industry to the proposed legislation on “Buy American.” 


DESIRABILITY OF PROCUREMENT LEGISLATION 


This section contains my personal opinions concerning the desirability of pro- 
curement legislation of the type contained in the bills heretofore discussed. 

Operational systems.—The planning and budgeting of a complicated weapons 
program should very definitely be done on a systems basis. The procurement of 
the entire program may sometimes be desirable on a weapons basis and it may 
sometimes be desirable to procure on a multiple contractor basis. It is therefore 
undesirable that any legislation be passed which overemphasizes the use of 
operational systems procurement. It is my belief that this element of the 
Saltonstall legislation, S 500, is a reasonable compromise of all of the various 
problems in this complex area, and would be of value if enacted since it pre- 
scribes the principles to be followed in this type of procurement. 
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Competitive negotiation.—The establishment of competitive negotiation on an 
equal basis with “formal advertising” as a third class of procurement is essentia] 
to achieve economy and simplicity in defense procurement. 

Specifications.—Neither the present statute nor any of the proposed amend- 
ments thereto appear satisfactory. Specifications should be either definitive op 
performance, and should not be both. Either type of specification should always 
be as simple as possible. The two types of specifications should be used appropri- 
ately without a general preference expressed for either one. Definitive specifica. 
tions are normally applicable to formally advertised programs and performance 
specifications are normally appropriate for developmental programs which are 
usually competitively negotiated. 

Broad procurement policy.—There is an urgent need for the establishment of 
broad defense procurement policy on the part of Congress. The policy estab- 
lished by the Saltonstall legislation, and duplicated by several other bills, is very 
good and highly desirable. 

Commercial types.—Based on direct personal experience, it is felt that the 
Defense Department should be required by legislation to use commercial or 
shelf items whenever possible. 

Economic factors.—Certainly the Government, including both the legislative 
and executive branches, should be interested in the economic health of our 
country, and corrective measures should be taken when disaster or other economic 
problems strike a“particular geographical area. It is strongly felt that the 
defense budget should not be used as one of the corrective measures for such 
problems, since the cost of the defense program is seriously increased and the 
results seriously impaired by requiring defense procurement to consider economic 
factors in allocating contracts. 

Industry-type Government establishments.—It is an American tradition that 
our Government will not go into work programs which are competitive to those 
established by private industry. However, some of the industry-type Government 
establishments are in existence because American industry traditionally stayed 
out of the armament and ordnance areas for many years. It is only since World 
War II that American industry has established a capability in many areas 
previously existing only in Government arsenals. It is clearly possible at some 
future period that private industry will again retire from these areas. We should 
be very careful before we dispense with any Government facilities which have 
a special capability which private industry is not likely to maintain for itself 
or for commercial purposes. It does not appear that there is any probability 
that private industry will fail to maintain the necessary aircraft and missile 
facilities, and the Smith bill, H.R. 6203, is probably very desirable on this basis, 

Small business—Increased assistance to small business is, in my opinion, 
not required. Having participated in the growth of a company through the 
small business phase, it is my belief that the best assets a small business can 
have are the ability to provide the best product in the shortest time at the lowest 
price. If a small business has these assets, it does not need Government assist- 
ance. If it does not have these assets, the defense program is weakened by 
utilizing the small business on a privileged basis. 

Renegotiation.—The continuation of renegotiation does not appear to be war- 
ranted. It is beleived that the case of excessive profits is a small percentage 
of the total defense procurement, and that the renegotiation procedure is a 
very costly burden to bear to eliminate such cases. The fallacy of the renegotia- 
tion procedure is that it conflicts with necessary incentives for performance 
which are established by contractural agreement. The purpose of renegotiation 
can be accomplished by better management on the part of defense procurement 
officials, and careful auditing by the General Accounting Office and the various 
defense accounting offices. 

“Buy American.”—Where the security of this country would be benefited, it 
appears that we should be in a position to purchase materials or processed 
products from another country. Restrictive legislation in this area should be 
kept to a minimum. 

General summary.—lIt appears to me that all of the legislation tends to further 
complicate an already unbearably complex administrative problem. Even the 
Saltonstall legislation prescribes additional considerations for small business 
subcontracting which are highly impractical. Moreover, there is an increasing 
trend to use defense procurement as an economic tool to help specific segments 
of American industry. The subject bills include four such programs with 
emphasis on small business, labor surplus or distressed areas, the textile industry 
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ifically, and the aircraft and missile industry specifically. All of this legis- 
jation includes statements that the special considerations must be consistent 
with national security, but they also provide pressures and incentives for com- 
lying with these special consideration programs. / 

I believe that it is urgent that legislation be enacted which returns the 
emphasis of defense procurement to national security, and which removes all 
of the subsidiary and nonessential considerations. This legislation should 
provide for greater trust of the defense procurement officials and of the defense 
industry, and should remove as much as possible the crippling controls which 
have been enacted on an overall basis because of the discovery of a few abuses 
of trust. 'The legislation should be clear enough so that its implementations will 
be uniform throughout the armed services. It is hoped that the hearings of 
the Senate Armed Services Subcommittee will bring to light for careful exam- 
ination all of the many facets of defense procurement. It is possible that these 
hearings will show the need for a complete study of all defense procurement 
legislation before any specific correcting legislation is enacted. The legislation 
resulting from such hearings should emphasize the need for economy, efficiency 
and timeliness in providing weapons. Such an emphasis would provide us 
with a strengthened ability to perform the work essential to our national 
security. 

(The. foregoing remarks by Mr. Robert B. Chapman III, a member of the 
NSIA Procurement Advisory Committee, were delivered at the annual spring 
meeting of the Procurement Advisory Committee held at the Homestead, Hot 
Springs, Va., on Saturday, June 27, 1959, and are incorporated as an official 
part of the minutes of that meeting. ) 


FOOTNOTES 


(1) J. Strom Thurmond, Democrat, South Carolina (Chairman). 
Prescott Bush, Republican, Connecticut. 
Howard W. Cannon, Democrat, Nevada. 
Sam J. Ervin, Jr., Democrat, North Carolina. 
Leverett Saltonstall, Republican, Massachusetts. 
John C. Stennis, Democrat, Mississippi. 
“The Saltonstall bill to amend Department of Defense procurement pro- 
cedures,” September 25, 1958. 
(8) NSIA bulletin, “Procurement Information,” June 5, 1959. 
(4) “Congressional Index,” published by Commerce Clearing House, 425 13th 
Street, Washington, D.C. 
(5) 8.500: Leverett Saltonstall, Republican, Massachusetts. 
8. 814: J. Strom Thurmond, Democrat, South Carolina. 
8. 1383 : John J. Williams et al., Republican, Delaware. 
8. 1875: Jacob K. Javits, Republican, New York. 
H.R. 184: Thomas J. Lane, Democrat, Massachusetts. 
H.R. 895: Philip J. Philbin, Democrat, Massachusetts. 
H.R. 896: Philip J. Philbin, Democrat, Massachusetts. 
H.R. 5123 : Cecil R. King, Democrat, California. 
H.R. 5137: William H. Bates, Republican, Massachusetts. 
H.R. 6060: Leo W. O’Brien, Democrat, New York. 
H.R. 6203 : H. Allen Smith, Republican, California. 
H.R. 6374: Abraham J. Multer, Democrat, New York. 
H.R. 6382: William H. Avery, Republican, Kansas. 
H.R. 6383 : William M. McCulloch, Republican, Ohio. 
H.R. 6384: Arch A. Moore, Republican, West Virginia. 
H.R. 6385: Albert H. Quie, Republican, Pennsylvania. 
.R. 6386 : Howard W. Robison, Republican, New York. 
387: H. Allen Smith, Republican, California. 
612: Samuel S. Stratton, Democrat, New York. 
670: Abraham J. Multer, Democrat, New York. 
6942: Samuel S. Stratton, Democrat, New York. 
6964: Victor L. Anfuso, Democrat, New York. 
: Herbert Zelenko, Democrat, New York. 
7061 : Clarence E. Kilburn, Republican, New York. 
7076: J. Ernest Wharton, Republican, New York. 
7086 : Wilbur D. Mills, Democrat, Arkansas. 
7 : Robert R. Barry, Republican, New York. 
7150: Thomas E. Morgan, Democrat, Pennsylvania. 
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ENCLOSURE D 


The following case histories of actual negotiated procurements are submitted 
in support of my statement that “competitive negotiation” includes, in addition 
to other items, full and complete price competition. The cases given here haye 
been selected in order to demonstrate a number of the ways by which competition 
is evidenced. 

CASE 1 


We had conceived a new and original ground based weapon system and syb- 
mitted an unsolicited proposal to the appropriate Government agency for the 
accomplishment of the initial studies. The Government agency used our proposal 
to prepare a scope for the study (protecting our interest by not disclosing our 
proposed solution), and obtained several competitive bids from qualified cop. 
tractors. In this case, our competitive proposal was adjudged the winner and 
we received a cost-plus-fixed-fee contract for the study. 


CASE 2 


A Government agency established a requirement for the development, fabrica- 
tion, and test of a large mechanical handling system for a guided missile. From 
among the contractors who had qualified themselves with the agency, some 19 
were requested to submit technical proposals. The managers and chief engineers 
of three technical branches of the agency selected the three most acceptable 
technical proposals. Then these contractors were requested to submit cost 
proposals and the rest of us were told that cost proposals were not desired. 
Their intention was to award the contract to the lowest of the three bidders on 
a CPFF basis. 

CASE 3 


A Government agency established a requirement to contract for the develop 
ment and production of a complex and expensive electromechanical unit. From 
among the many qualified bidders, they solicited 10 of us, and requested technical 
proposals only. After evaluation, the proposals were divided into three groups: 
those completely satisfactory, those partly satisfactory, and those unsatisfactory, 
They negotiated technically with the middle group and placed all of this group 
finally in either the first or last group. The contractors who submitted satis- 
factory technical proposals then submitted fixed-price bids, and the award was 
made to the low bidder. 

CASE 4 


A need was established for a very large supporting system for one of the 
missiles being developed on a “crash” basis. The cognizant Government agency 
felt that the job was too complex for any of its normal suppliers to furnish with- 
out assistance. After many conferences with other contractors, we alined our- 
selves with one of our normal competitors and the two of us, working as one, 
exchanged all normally proprietary knowledge necessary to prepare a meritorious 
proposal. Our team bid was apparently the best technically, but the subcontract 
bid of my company was 25 percent higher than the bid of a subcontract of another 
team and the program was awarded to our team member with instructions that 
he subcontract on a CPFF basis to the lower bidder on the services which we 
were to have furnished. We informed the Government and the successful prime 
bidder that our proposal could be used in any way which would assist the program. 

Senator THurmonp. Mr. Chapman, some of the Defense Depart- 
ment witnesses have testified they are now utilizing many of the 
features contained in S. 500 in their procedures under the present law. 

Mr. Cuapman. In my opinion, sir, that is correct. There are many 
instances in which the principles of S. 500 are being applied. Par- 
ticularly, the features of competitive negotiation as they are stated 
make it clear, in my opinion, that the Defense Department or the three 
services have been using competition whenever humanly possible to do 
it. The procedures which would be established by 8. 500 for competi- 
tive negotiation are very similar to what the Defense Department 1s 
doing now. 

















































MILITARY PROCUREMENT 379 


This to me is not an argument or a reason for not adopting the legis- 
Jation. It would appear to me that it would be very wise to establish 


nitted legislation which would include this third method of procurement so 
ya as to assure that we would not lose it later on. It is a very effective 
tition method of procurement which the Defense Department has formulated 


and I should think that it should take its place in the legislation along 
with formal advertising. 


1 sub- | Senator THurmonp. The Comptroller General opposes S. 500. 
rr the Have you heard that statement ? 

posal Mr. CHarMan. Yes, sir. 

Pon Senator THurRMOND. Do you have any comment on it, not only the 
rang | statement but on the point that he brought out in his statement ? 


| Mr. CHapmMan. Well, Senator, I cannot recall all of the Comptroller 
General’s points, but I think that the suggestions I have made regard- 
ing a proper emphasis on the three methods of procurement—formal 


brica- advertising, competitive negotiation, and negotiation—rather than 

From equal emphasis on two of them, which represent a very minor change 

we _ inthe bill, could satisfy the Comptroller General’s comment with re- 

ptable | gard to the dangers he feels there are in eliminating formal 

- cost =| advertising. 

sired. | Senator THurmMonD. The gentleman who appeared before us this 

7“ morning opposes the enactment of S. 500. You have heard that testi- 
mony from the Federal Supply Service ? 

nd Mr. CuapMAn. Yes, sir. I have read quite a few of the statements 

ire here. ; 

hnical | Senator THurMOND. Do you have any comments on the points that 

‘oups : | they brought up, as far as monitoring agencies, and so forth ? 

ctory. | Mr. CuapMan. Well, actually, it is difficult to comment on so broad 

peor asubject without having thought ahead on it. 

i was But I would say that monitoring agencies, undoubtedly, looking at 


the cases where negligence or criminality had been involved, tend to 
| suggest and recommend practices whica eliminate the possibility of 
f the | Tepetition. 


gency | Inmy own personal opinion, these administrative controls set up as 
with- prior-to-action reviews have been based on the assumption that every- 
: ae one is capable of negligence or criminality, which has been detected in 
ries asmall percentage of the cases. 
ntract Now, this is costing us a tremendous amount in administrative effort, 
other | dollars, and time and I have not seen any factual statement on the 
a percentage of the total Defense procurement budget which has been 
prime | volved in, shall we say, cases where an improper basis was estab- 
gram. | lished for a Defense contract and where excessive profits were allowed. 
art- | But I would feel from what I have read, and I have read rather 
P the | Widely, that such a percentage figure would show up to be a very, very 
law, small percentage and for this very small percentage we have found 
many | everybody in with these very locking controls. J, 
Par- I would say that this would be a point to look at, to see if there is 
tated any evidence of a substantial percentage of the procurement having 
three been made on a basis which allows excessive profits—and then if so I 
todo | %™ probably wrong in my recommendation—but if the percentage is 
peti: | = 8 Very small percentage, I would feel that we should go in and direct 
nt i8 the cutting down of administrative controls, delegating authority, 
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decentralizing—trusting people, really—and be able thereby to get 
decisions without having to wait for 9 or 10 or 11 or 12 months, 

Senator THurmonp. As I caught it from the tenure of your testj. 
mony—and I want you to correct me if I am wrong—I believe that you 
favor awarding contracts on the basis of or the point of view that 
whether it is advertising, competitive negotiation, or negotiation, 
awarding it to the lowest bidder. . 

Mr. CuHapmMan. Yes, sir. 

Senator THurmonp. So that the Government may get the benefit of 
the lowest bid regardless of the size of the business that may submit the 
bid or regardless of the area of the country to which this award js 
given. Do you believe that is true? 

Mr. Cuarpman. Absolutely correct. There is the Secretary of the 
Nvay directive to which I referred which happens to be an instruction 
on procurement of research and development. ‘There I stated that J 
thought that it clashes or conflicts with the present legislation. This 
particular directive emphasizes that the needs of R. & D. are such 
that we should*deemphasize pricing as a decisive factor in making the 
award—deciding to whom to award the contract. And it goes on to 
say that the estimated cost in making a decision on a contract is nota 

valid indicator of the final cost. I feel from my own personal exper- 

ience if we overrun a contract of the cost type that we have two groups 
of people who are pretty well provoked. One of them is the cus- 
tomer, and the other is your own board of directors who are dissatis- 
fied with the percentage of the fee—and here I am talking about the 
fact that an overrun requires working for no fee. There is consider- 
able pressure to meet the estimated cost on cost-type contracts, and so 
I feel that cost can be used as one of the deciding indicators in making 
an award. Certainly in formal advertising it is the major item, in 
competitive negotiation it is a major deciding factor or indicator, and 
even in negotiation—when you find yourself forced to negotiate on a 
sole source basis with a person—you should take a careful look into 
price to make sure that someone is not taking advantage of his position. 
I think that covers that, Senator. 

Senator THurmonp. Senator Saltonstall ? 

Senator Satronstatu. Mr. Chairman, thank you. 

Mr. Chapman, I read your testimony rather hastily but you and I 
have talked this subject over in my office. There is one thing that I 
think the chairman and Senator Cannon would be very interested in. 
It is a thing that appealed to me enormously with relation to our pro- 
curement problems and particularly with relation to the conventional 
warfare problem and it went a little beyond your statement that you 
have given us here and it related to a chart. If you have it here, I 
would like you to talk about it. It shows the difficulty of getting pro- 
curement of conventional warfare items now and in the future as 
compared with the startegic warfare procurement and what is hap- 
pening in that field. Have you got that chart? 

Mr. Cuapman. Senator Saltonstall, I am afraid I do not have it here 
because in my own mind I have compartmented that as a separate 
problem. 

Senator Satronstatu. Well, just for the chairman’s interest and 
Senator Cannon’s, could you describe that to him just as you described 
it tome? 
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Mr. Cuarman. Yes, Senator Saltonstall. I may preface this by 
saying that one of the ways we have of looking at our company posi- 
tion now and particularly where we are going to be the next year or 
5 years from now is to look at the past. We have done so and we have 
found some interesting things. If you draw a chart, or if you plot 
acurve of your dollar value of sales or any other factor, and your curve 
is going downhill, then it becomes mighty hard to get it to go uphill. 
If your curve is going uphill, it is hard to get it to go downhill. 

It seemed obvious to me that the amount of money being spent on 
conventional arms was shrinking at a rapid rate. In order to check 
that and to find whether it was actually so, I applied the technique that 
lapply to other changes. That is, by going back to the past to see 
what happened then so that we can predict what is going to happen 
forthe future. 

Well, now, we have worked very heavily in the so-called conven- 
tional areas. We have designed and completed a tank and a machine- 

n and other items of ordnance, ammunition and so on, ‘and I find 
that the amount of money available for those items each year is getting 
down to less and less, to a point where in my opinion today we are try- 
ing to do—and by “we” I mean not only industry but also the military 
agencies—we are trying to do almost the impossible with the funds 
made available. 

Here I am talking about R. & D., not production, but new things for 
future improvement. 

So I said to myself, “Maybe my seat-of-the-pants judgment is not 
correct and I will make up achart and I will look at the chart.” 

And so I got published unclassified expenditure data for the last 8 
years and I plotted that for 15 years. 

I plotted four lines: 

The first line was the total expenditures, and I find that that ran 
this way [indicating], almost a horizontal line 

Senator SarronstaLu. That was $40 billion, wasn’t it ? 

Mr. CuapMan. $40 billion, and it remained almost constant with a 
slight upgrade. 

And so I subtracted from that the expenditures for personnel and 
facilities, which I found has been a constant of almost $20 billion for 
the last 10 years. Then I took the remaining items and I used my own 
judgment, which of course is not necessarily accurate, and I divided 
these items by the massive retaliation and limited warfare and my 
plot showed that by 1963—and here, as I say, I had to use some judg- 
ment because I did not have the exact numbers, but limited warfare 
are items such as tanks and ammunition and I tried to be conservative 
for the purely conventional items—and, as I say, I found out after 
having plotted it for 10 years, that those curves intersected by 1963. 

In other words, if we hold this $40 billion line at the top and keep 
on increasing our expenditures for the Polaris, the Atlas, the Minute- 
man, and so on into the future and if we maintain our personnel and 
facilities about the way we have them now 

Senator SarronstaLL. And our maintenance or facilities? 

Mr. Cuapman. That is right, and then of course we have NASA 
coming into the picture and this is considered a part of that program 
and it is getting a substantial amount from the available Defense 
funds—well, to get back on the track, I found that unless we change 
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something materially, that is, unless we materially increase our over. plem 
all expenditures or change the mix on the individual items, with have 
these lines intersecting by 1963, we are going to have a single-weapon plied 
arsenal, and that single weapon will be the strategic or massive re. Se 
taliation weapons. We are going to be concentrated there. the ¢ 
This concerns me very deeply and that is why I brought it to your ment 
attention, Senator Saltonstall. seq 
I would be glad to give you a copy of that paper if you would like |  W 
to have it. | of y 
Senator THurmonp. I would like to have it for our files. M 
Mr. Cuapman. I would be glad to give it to you. : cure 
Senator Satronstatt. I wanted to bring that out, Mr. Chapman, | Fy 
because it demonstrates the importance that we try to do everythi this 
we can to make our procurement as efficient as possible and economi- out : 
cal as possible and to get it done as quickly as possible. com 
Mr. Cuapman. I was going to go on to say that this has had an Con 
adverse effect on procuring these conventional items due to the fact obta 
that many ofthese agencies have been operating on a budget that is tem, 
almost nonexistent. | reall 
All you have to do is to walk in and you can see that atmosphere, trac 


This is not the efficient way to operate. In other words, programs 
are being kept alive on a basis such that you might as well let them Gov 
be terminated. 


Senator THurmonp. Do you have any more questions, Senator 
Saltonstall ? titie 
Senator SauTonsTaLu. Yes. T 
What you are saying is that you believe legislative guidelines would A 
be helpful to implement what is now being done by administrative ! 
procedures ? aes 
Mr. Cuapman. That is correct. exee 
Senator SatronstTaLu. And you also stated in your conclusions that S 
one of the problems today is the differing regulations among the am * 
three services and that through legislative guidelines we might hope im 
that these different regulations might be ironed out into more uni- g 
form regulations. M 
Mr. Cuapman. I might say it is possible to do it now—and Secre- S 
tary Maguire testified, I think, in the first or second hearing, that an S 
attempt has been made to do this. But it is a rather liberal attempt, M 
leaving the three Secretaries of the three services a great deal of | 4y) 
judgment on that matter. «) 
I would feel that it might be wise to require one uniform set of whi 
regulations, and I feel that it is possible. If you take a look atall | Jat, 
the regulations you will find that a substantial part of them repeatthe | ing 
words right out of the armed services procurement regulations. the: 
Then in the next part there are minor changes consisting of such | = 
things as different opinions of legal matters or legal references which | pro 
really are not essential. The third part would provide for increases | = y 
in the armed services procurement regulations—those things that are | to x 
special to one service—and you would probably find that they m- | it te 
volved exceptional procedures needed for one of the services. In- |  iny 
clusion of these items in the armed services procurement regulations | are 
as an exceptional method should be easy. You might be able to elim Ij 


nate the system of every one of the individual procuring agencies im- | not 
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plementing the three separate service directives so that we would not 
have to read many, many regulations to find out exactly what is im- 
lied when we make a proposal or a contract. 

Senator SaLTronsraLt. Mr. Chapman, the GAO contended that if 
the competition is not maintained throughout design and develop- 
ment stages, there is little likelihood of effective competition for sub- 
sequent production contracts. 

Would you comment on the validity of this statement on the basis 
of your industrial experience as to how competition is achieved ? 

Mr. CHapMAn. Senator, the more complicated the item being pro- 
cured, the more difficult it is to get competition in any phase of it. 

For instance, I notice that the Secretary, seeking an example of 
this problem, just automatically assumed that we would never go 
out and procure another B-58 on a competitive basis. Once you are 
committed to a weapons systems contractor—and for the B-58 it was 
Qonvair—they do the work continuously and it is very difficult to 
obtain competition on a complete weapons system. On the subsys- 
tem, which is the area where we do a great part of our work, there is 
really no problem because there are a dozen or more competent con- 
tractors who are constantly waiting for us to advance a development 
and get it adopted as a standard item. Once that is done, once the 
Government agencies with whom they deal are alerted, they put it 
out and give everybody a chance to compete, so that then you get the 
lowest price when they buy in quantities, and when they buy in quan- 
tities is when they spend the most money. 

This ison my own experience in that area. 

And General Thurman gave testimony on the “make or buy pro- 

m,” to the effect that when they procure subitems, once a thing is 
Siliecd, they buy by direct competitive methods. It should be an 
excellent way of approaching this problem. 

Senator SauronsraLty. Thank you very much, Mr. Chairman. I 
am very glad that we have been able to hear from Mr. Chapman. He 
impressed me very much when we talked on this subject. 

enator THurMoND. Where are you from, where is your home? 

Mr. CHapman. In Baltimore, Md. 

Senator THurmonp. Senator Cannon ? 

Senator Cannon. Thank you, Mr. Chairman. 

Mr. Chapman, I was interested in your comment beginning at page 
4where you say: 

“I have recently discovered a Department of Defense instruction 
which, in my opinion, is somewhat conflicting with procurement legis- 
lation, and which has resulted in implementing instructions at procur- 
Ing agency levels which are 180 degrees opposed to each other within 
the same service.” 

Would you point out for the benefit of the committee just what that 
provision is ? 

Mr. Cuapman. Well, Senator Cannon, in the first place, I would like 
to make clear that when I discuss things like this I do not intend 
it to be destructive criticism. And I have already talked to the people 
mvolved who are faced with that situation and, as far as I know, they 
are now taking a look at it to see why there is the difference. 

In the second place, the fact that this 180° opposition appears is 
hot necessarily something to criticize. This instruction issued by the 
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Secretary of the Navy to instruct people how to procure research ang 
development items is an excellent document and a very clearly written 
document and it is almost impossible to misunderstand it. 

The point that I disagree with is that there is too much emphasis 
on ignoring costs completely in determining who should get a contragt, 

Now, since we knew of the existence of this document as implemented 
by one agency, we assumed that it applied equally when dealing with 
other agencies. The agency where we first discovered the document 
is required each year to decide when reviewing 2 dozen things, which 
dozen it is going to buy. They have written their implementation in 
a manner that completely emphasizes cost. You cannot inctease the 
emphasis on one item without decreasing the emphasis on other items, 
and they have reduced the emphasis on technical qualification and 
technical competition. 

On the other hand, there is a large agency which used to be the most 
strict and the most insistent on cost competition. This agency has 
written a conflicting directive which completely eliminates any con- 
sideration of cost. In fact, the contracting officer does not have to 
get into the procurement until after a selection of the contractor has 
been made. 

Here is a clearly written directive, a well written directive, which 
resulted in this 180° opposite implementation of two agencies, 
both procuring R. & D. type of equipment. This was very confusing 
when we ran into it at the second agency where we had been elimi- 
nated in the technical competition phase of a proposal. We thought 
our proposed method would be most economical and we tried to find 
someone to whom we could submit a cost proposal. We could not 
find anybody interested in the supposed economy because cost was 
not a factor at all in the implementation of this particular agency 
for procurement of R. & D. items. 

Senator Cannon. At pages 5 and 6 you pointed out certain legis- 
lation which you believe would be helpful, that is, the implementa- 
tion of which would spell out step-by-step procedures that would 
improve this process of procurement, and then you ended up by 
saying, after outlining these five different items, that you believed 
it would be improved by legislation and you say: 

The language of S. 500 in regard to operational systems has resulted from 
months of comprehensive study and, in my opinion, meets some of these re 
quirements. However, additional study and revision is indicated. 

Do you have in mind any specific revision or study ? 

Mr. Cuarman. Yes. At that point, actually, Senator, I inserted 
comments on each one of the five points. The first being the proper 
delegation of authority and responsibility : 

In my opinion, S. 500 can be interpreted to permit this. In other 
words, looking at the language of S. 500 and the remarks or the 
analysis with which it was presented, it is possible to establish proper 
delegation of authority. But I do not see in S. 500 a requirement 
that such delegation be established, and it would appear to me that 
you could improve the bill so as to indicate that requirement. The 
purpose of recognizing this system of procurement should be to elim- 
inate having everything approved beforehand by layers and layers 
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An example that occurs to me comes from the testimony of the 
resident of North American before the House Armed Services 
Committee on the weapons systems. He gave 3 days’ testimony 
there, and it was a beautiful job— 

Senator CANNON. Are you referring to Mr. Atwood ? 

Mr. Cuapman. Yes. He stated it in detail and it was very fine 
testimony. He described his system, he gave a description of good 
weapons systems procurement, but in the center was something that 
he was very proud of and which I think fits in here, where he said 
that it took them from July 1, to March 1, to go through all of the 
processes of approval, to set up a so-called weapons systems delega- 
tion of authority and establish one subcontractor, and in April—— 

Senator SatronstaLL. That is, July 1, of one year to March, of 
the other * 

Mr. CuHapMAN. July 1 of one year to the next year, and he de- 
scribed processes of approval. He is the president of a gigantic 
corporation and he personally approved the major purchase orders 
and subcontracts. He further described the processes of obtaining 
Air Force approval which do not sound much different from the 
processes we went through before we had weapons systems procure- 
ment. You can well imagine the number of people and the time it 
takes to go through all this. 

My second point is the utilization of the most competent organiza- 
tio—whether industrial contractor or Government agency—to per- 
form each particular task of the overall systems program. Here I 
had inserted in my prepared testimony a comment that the present 
language of S. 500 emphasizes the single prime contractor concept 
too much. I feel it is possible to just slightly change the language 
to indicate the desirability of the systems approach, but without re- 
quiring any one contractor. 

Senator Cannon. Of course, that is one of the main things that 
§.500 is directed toward, the one contractor. 

Mr. CuapmMan. Well, I happen in this area to agree with the De- 
fense Department who testified that there are many ways of achiev- 
ing system management without having one contractor. 

As far as item three is concerned, controls that will prevent the sys- 
tems manager from using his managerial assignment to retain por- 
tions of the work, there is a suitable emphasis in S. 500 on the desir- 
ability of using subcontracting, but the reason for it is not expressed 
there. I don’t know whether it should ever be expressed in legisla- 
tion, but the reason I feel it should be expressed is basic—that is, 
that if the prime contractor spends the first year trying to build up 
capability and then finally in desperation he puts out a crash program 
to somebody already qualified after expending most of the time and 
much of the money available for the item. 

Senator Cannon. But you do not feel there should be some provi- 
sion written in to assure that small business could share in this con- 
tracting ? 

Mr. Cuapman. If I recall, S. 500 does have a very strong statement 
on small business. It is not contained in section 7 but contained 
In another section and requires that in negotiating weapons systems 
contracts the contracting officer and the prime contractor establish 
alist of items which will be subcontracted to small business. 
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In other words, it provides for that program in S. 500. 

Senator Cannon. I got the impression from your statement, how. 
ever, that you felt that emphasis on small business should not be placed 
where it is. 

Mr. Cuapman. That particular case, I did not cover in my testj- 
mony today—it is covered in one of my papers. I think the language 
of S. 500 goes too far in that direction. 

I think it is highly desirable to make sure small business gets its 
fair share of business but I feel, as a general rule, trying to do this by 
negotiation under the original contract would be almost impossible, 
In most of these gigantic complex contracts, we do not know enough 
of the subcontract procurement to designate which items to buy from 
small business. 

I would prefer this to be done as a contractual item rather than prior 
to the contract. 

Senator Cannon. You also recommended that the legislation be 
revised to establish conditions under which classes of procurement is 
preferable rather than to express a general preference to one class over 
the other. 

Mr. Cuarman. Well, Senator, there are several ways you can do 
that. First, you can, if you desire, establish a preference for formal 
advertising over competitive negotiation and for both of them over 
negotiation. Secondly, you can establish in writing the conditions 
under which formal] advertising and oo negotiation are to be 
used, implying an equal preference for these two methods over nego- 
tiation. The conditions are very clear cut. We all know what they 
are. They might be hard to put into words, but they can be established 
and you can thus see that under a certain condition you would use one 
of the other methods of procurement and you would eliminate our 
present difficulties. 

Senator Cannon. You feel it would be desirable to write that into 
the law itself? 

Mr. Cuarman. Yes. 

Senator Cannon. You also made the statement, Mr. Chapman, that 
the use of commercial items whenever and wherever possible should 
be required by law. 

I think that there you are talking about the type of things that came 
up when the head of the Federal Supply Service appeared from Gen- 
eral Services Administration; and those are items that could be stand- 
ardized as much as possible for all departments. 

Mr. Cuapman. Well, I would like to buy commercial items on 4 
formally advertised basis. In other words, I would find it very desir- 
able to see it done by specification—having specifications written up 
for Government desks which would permit many people to build them 
and to sell them from stock. The specification would permit varia- 
tions in the desks on nonessential items so that they could be bought on 
a price basis. I would like to see the requirement that we use com- 
mercial items and I would like to see specifications written that would 
allow them to be bought at the lowest possible price. 

Senator Cannon. In other words, so that the specifications are not 
particularly tailored ? 

Mr. Cuapman. That is right, because the minute that you start 
tailoring, then you are not buying a commercial item; you are requil- 
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ing a commercial contractor to compete for a special item for a special 
ose. ; 
"Senator Cannon. Do you believe that this legislation should include 
some language to require the purchase of commercial items wherever 
ible ? 

Mr. CuarMan. Well, I think that the legislation that is now written, 
g, 500, is pretty good. I think there is probably some room for 
darifying the specification requirements of S. 500, to be specific about 
the specification requirements for commercial items. 

Senator Cannon. You also indicated in your statement that you 
found from your experience that 100 percent of the officers with whom 
you dealt in your opinion were honest and—— 

Mr. Cuapman. Trustworthy. 

Senator Cannon. Yes. Would it not be possible by removing the 

ncy heads from the decision, that it might open the door to fraud 
and favoritism in the procurement field? In other words, do you say 
that the system as now set up is good because you found these people 
completely trustworthy, but you recommend a cea» in the system ? 

Mr. CuapmMan. That change—what I am saying, Senator, is that I 
do not think that administrative controls and all of this approval of 
decisions prior to action caused the people to be that way. 

I have many, many associations with Defense procurement officials 
for whom I have the highest respect. They are dedicated people and 
they are not motivated by anything but the highest motives; but, still, 
they ahe burdened with all of this documentation—with documenta- 
tion that they would gladly throw away; and they could do that and 
still be trustworthy. And, in addition, my own feeling is that the De- 
fense Department organization with the commanding officer and con- 
tracting officer relationship to each buyer provides a good supervision 
and that, plus your GAO auditing and the accounting functions—in 
short, I feel that these things are sufficient without having all of this 
filling in of papers for prior action to decisions—up and back and up 
and back and up and back again. 

Senator Cannon. Thank you very much. 

Senator THurmonp. Mr. Chapman, I want to thank you very much 
for coming here and giving us the benefit of your experience. I am 
sure your testimony is very helpful to the subcommittee. 

Our next witness is Mr. De Luca, vice president of Acoustica As- 
sociates, Inc. 


STATEMENT OF FRANK DE LUCA, VICE PRESIDENT, ACOUSTICA 
ASSOCIATES, INC. 


Mr. De Luca. Mr. Chairman and members of the subcommittee, I 
wish to thank you for the opportunity of appearing before you to 
testify in regard to weapon system procurement legislation now under 
consideration by our subcommittee. 

Acoustica Associates, Inc., employs approximately 425 persons, 
with facilities and personnel equally divided, geographically, between 
the States of New York and California. We are engaged in research, 
development, and production of equipment and systems utilizing some 
form of ultrasonics, and are classified as an electronics organization. 
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To our knowledge, Acoustica Associates, Inc., is the only small com. 
pany—less than 500 persons—involved in the Air Force ballistic 
missiles program as an associate contractor, supplying a complete air- 
borne paheyetioni and necessary ground support equipment, as well as 
complete field support at the missile test sites. 

We are also involved in programs with the Office of Naval Research, 
the Atomic Energy Commission, National Aeronautics and Spaee 
Administration, and the Army Ballistic Missiles Agency, as well as 
supplying equipment and services to various major contractors 
directly. 

We believe Acoustica is unique as a small company since we utilize 
the services of several very large organizations as our subcontract 
suppliers. 

Acoustica is, of course, very much interested in the type of legisla- 
tion being considered at this hearings, for it can have far-reaching 
effects on the progress of our country’s military accomplishments and 
the growth of small- and medium-sized companies, which represent 
a very great part of this country’s mobilization capability. 

Of particular interest to us is * tar Saltonstall’s bill, S. 500. We 
feel that the basic bill is certainly in the best interest of major weapon 
system procurement—or in the Senator’s words—“operational sys- 
tems.” 

With respect to the Senator’s opening remark before this subcom- 
mittee on July 13, 1959, I would like to comment on his statement that 
small business concerns are in general intrinsically less qualified to 
take on prime contract responsibilities for advanced weapons con- 
tracts. We feel that in areas of their specialties, there is no reason 
why one or several well-qualified small concerns cannot provide the 
major weapon system or subsystem effort. This is expecially so today, 
since the definition of a small-business firm engaged in subsystems 
work for certain equipment categories has just been changed to in- 
clude up to 1,000 employees rather than 500, previously. 

Of particular interest to us in any legislation regarding weapon- 
system contracting is the method of management, and it is in this area 
that my comments are directed. 

We have been involved in a variety of programs, and it is our 
opinion that the method of weapon systems management as practiced 
by the Air Force Ballistic Missiles Division and Ballistic Missiles 
Center is the most practical and effectivé, results in less final cost to 
the taxpayer, and yet provides operational equipment at the earliest 
possible date. 

The team approach, which is the second logical choice in weapon 
systems management, is now questionable in view of the Government's 
indecision as to whether they buy a single package on a team pro- 
posal or, as in some cases, require the selected team captain to conduct 
an additional competition for subsystems after an award. 

The third system—namely, the selection of a single contractor who 
is given total weapon system management responsibility and builds 
that portion of the system that he so desires, or selects his subsystem 
contractors is, in our opinion, the least practical and desirable of the 
three choices. 
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Advantages of the Air Force Ballistic Missiles Division method of 
weapon-systems management as we see them are: 

1. Under this philosophy, the Government acts as weapons-systems 
manager and selects a number of contractors to supply major sub- 

stems Or Services as associate contractors, plus selects a single con- 
tractor to act as total systems integrator with the subsystem being 
delivered to the total systems integrating contractor as Government- 
furnished property. 

9, This approach results in building block subsystems that are us- 
able on other or future weapon systems and, where a subsystem on 
a particular weapon system appears to be failing, a substitute sub- 
system being developed for a smiliar weapon system may replace it. 
"3. The people manning an organization such as the Ballistic Missiles 
Division, me a single objective: that is operational equipment in the 
shortest time for the best possible cost. They are not particularly 
interested in the profit structure or growth of a given mannan except 
as a member of the team necessary to assure success of their objective. 
They select. subsystem contractors on the basis of present and future 
capabilities and so direct the program to finalize where possible on 
single systems that can meet the requirements of several present or 
future weapon systems. 

4, The Government has greater flexibility in making total weapon- 

changes as a result of logistics, test program results, or global 
considerations in the shortest possible time. 

5. When several systems—example: Atlas and Titan—are being 
developed simultaneously, the major subsystems are back up to each 
other, resulting at some future time in the possibility of the best single 
subsystem being selected for use on several other similar missiles. 

6. The logistics considerations are simplified under a weapon- 
— program as conducted by the Air Force Ballistic Missiles 

ivision. 

7. There is not the pyramiding cost to the Government in this type 
of program as opposed to the single contractor manager program. 

8. There is far greater competitive attitude between the associate 
contractors providing similar subsystems for various weapons. 

9. Under this type of program, depot maintenance is conducted by 
each individual subsystem contractor. This is effective and economi- 
cal and eliminates duplication of both necessary personnel and support 
facilities by a single manager contractor. 

The team approach can be effective and is our second choice; how- 
ever, recent problems created by indecision on the part of Govern- 
ment, may mean that such bids are simply an invitation to give away 
your unique or new ideas since it now appears that the selected team 
captain may be required to obtain new bids after the award of a 
contract. The net result of this will simply be for the major con- 
tractors to expand their inhouse capabilities to permit preparation 
of good proposals for total system considerations. 

he single-manager concept has, in our opinion, several major dis- 
advantages : 

1, The single manager is generally a profitmaking company and, 
regardless of the corporation’s intended integrity, award of a major 
program will result in internal growth to obtain capabilities and 
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know-how in areas that would be provided to them by the Govern. 
ment under the military-management concept. 

2. The individual contractor works first to solve a single problem 
and does not have access to the latest improvements, changes in the 
state of the art, or results of test failures or accomplishments on other 
or similar programs; and frequently, when this information is ayail. 
able, it is not readily accepted since it reflects the accomplishments of 
a competitor. 

3. There is a natural duplication in the organization of people and 
capability, even in areas where complete subsystems or major compo- 
nents can be procured. The net result will be a few large major con- 
tractors with small and medium contractors relegated to suppliers of 
nuts and bolts even though there is available to the Government and 
industry a great many organizations who can satisfy the majority of 
military requirements as suppliers of complete subsystems. 

4. The selection of single managers as prime contractors assumi 
internal growth and facility expansion at Government expense wi 
finally result in a few contractors with considerable Government in- 
vestment in people and facilities for weapon-system management of 
particular systems, resulting in natural duplication of available sery- 
ices which will preclude the growth and expansion of technical and 
management organizations of small or medium size. ‘The selection of 
the single manager in the weapon-system concept definitely requires a 
certain, even minimum expansion of personnel to procure and monitor 
the major subcontract areas. In addition, each major subsystem or 
component procured by the system manager has added to its cost, the 
general and administrative expense of the systems manager plus his 
profit factor which is then passed on to the Government. Under the 
associate-contractor philosophy, the very minimum savings to the Gov- 
ernment would be these two expenses—System manager’s G. & A. ex- 
penses and profit. 

The weapon-systems concept includes the philosophy of base or 
depot maintenance for the single systems manager. This requires that 
the system manager develop the maintenance and depot facilities to 
provide this service or procure this service from the subsystems or 
major systems contractors. This again results in additional cost be- 
ing passed on directly to the Government in the event that this service 
is subcontracted to the subsystem or component manufacturer or an 
additional expenditure to “facilitize” the system manager’s organiza- 
tion to accomplish this maintenance within his own company. 

Small- or medium-sized contractors are generally specialists in a 
particular field, that is, fuel-management systems, accessory-power 
systems, and so forth, therefore, an attempt to duplicate these services 
becomes extremely expensive and time-consuming; yet, this situation 
frequently occurs. An examination of any large or major contractor 
will verify that a group or department is devoted to every major 
known area of interest in the missile or aircraft field, and it is only 
natural that these groups attempt expansion as new company require- 
ments are determined. These groups generally prefer to buy parts 
or minimum services only and assemble or manufacture as many sub- 
systems as possible. More than one small contractor has found his 
sales efforts for a new idea so effective that the potential customer 
has decided to do the job himself. 
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During periods of reduced sales, an even greater portion of work 
is done inhouse by the major contractors, resulting in a situation 
whereby small- or medium-sized companies can grow or prosper only 
ynder or during the most prosperous periods of national expansion, 
Therefore, during periods of recession or minimum expansion, small- 
or medium-sized military contractors can be reduced to nonexistence. 

This situation is less likely to occur under military-systems manage- 
ment than under the single-contractor systems manager responsl- 
bilities. ; 

The military managers are more receptive to a smaller company’s 
present or future contribution and will directly assist the company’s 
progress when a new or useful technique is discovered, where as a 
major contractor will expand on the idea or device himself, if at all 
practical. k ; 

When referring to small- or medium-sized companies, I have not 
been referring to manufacturers of components or standard parts or 
fabrication of metal parts, but rather companies that have complete 
systems or subsystem capabilities or research and development capabil- 
ities, and I am not implying that any large company attempts to 
reproduce proprietary devices, but have been referring to ideas or 
techniques. 

The points enumerated above are not based on hearsay or imagina- 
tion but are the result of negotiations and sales efforts with some of 
the major contractors plus our experience as an associate contractor 
with the Ballistic Missiles Division and Ballistic Missiles Center. 

In view of our experience and the aforementioned, it is our opinion 
that retaining the military as the weapon systems manager and utiliz- 
ing the associate contractor approach to weapon systems procurement, 
not only meets the military requirements but offers a greater oppor- 
tunity for participation in the major military programs by small- 
and medium-sized companies. This will result in less total cost to the 
Government while fulfilling the objectives and advantages of weapon 
systems procurement. 

It is not my intention to convey the thought that we have always 
been happy with our position or lot in the weapon systems program 
philosophy or that we have not had our share of disagreements with 
the Ballistic Missiles Division and Ballistic Missiles Center. Never- 
theless, Acoustica feels that this type of military procurement; namely, 
that which is being conducted by the Air Force Ballistic Missiles 
Division and Ballistic Missiles Center, gives this country operational 
equipment and technical advances both economically and in the short- 
est possible time, and it is the answer to the space and missile pro- 
curement problems we now face. 

ator THurmonp. Senator Cannon? 

Senator Cannon. Well, Mr. DeLuca, do I understand from an an- 
alysis of your statement that you do not favor S. 500? 

Mr. DeLuca. No, sir, Senator. I favor 8.500. I think that we feel 
as Mr. Chapman, that the emphasis is too great on the single system 
peer. hat is the only criticism, real criticism, we have on the 

ill, 

Senator Cannon. I have nothing further. 

Senator Sarronsrau. I apologize for having had to leave for a 

ew minutes. I have read your statement, however, as you went 
along. I have no questions. Thank you, Mr. Chairman. 
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Senator Tuurmonp. Mr. DeLuca, we wish to thank you very much 
for the study you have made of this question and for appearing toda 
and testifying and giving us the benefit of your views. , 

Mr. DeLuca. Very happy to do so. 

Senator Sartonsrat. 1 might ask just one question. I overheard 
the remarks that you made to Senator Cannon but I am not gure: 
What is the criticism you have of the bill ? ; 

Mr. DeLuca. The Senator asked if I were not in favor of the sin le 
system concept and to amplify on it and I said it is the only objection 
that we have, in that this specifically implies the point of the single 
manager concept, and we are more in favor of the military manager 
and use of the associate contractor. 

Senator Sattonstatu. Thank you. 

Senator TuHurmonp. Our next and last witness for today is Mr, 
D. R. Hull of the Electronic Industries Association. 


STATEMENT OF D. R. HULL, REPRESENTING ELECTRONIC INDUS. 
TRIES ASSOCIATION; ACCOMPANIED BY JOHN B. OLVERSON, 
GENERAL COUNSEL, ELECTRONIC INDUSTRIES ASSOCIATION 


Mr. Hut. Mr. Chairman, thank you. I have with me John B. 
Olverson, our general counsel. Do I have your permission to 
proceed, sir? 

Senator THurmMonp. You may proceed. 

Mr. Hutu. My name is David R. Hull. I am vice president of the 
Raytheon Co., Waltham, Mass. I appear today in behalf of the 
Electronic Industries Association of which I am president. 

The membership of the Electronic Industries Association includes 
some 350 companies which are engaged in the research, development, 
and manufacture of all varieties of electronics equipment and their 
components. Being the fifth largest manufacturing industry with 
sales approximating $8 billion annually, the electronics industry has 
manufacturing plants in practically every State of the Union and 
employs over 700,000 persons. 

I might interpolate that this industry supports in turn even more 
people and dollars in terms of sales, operating and servicing people. 

The Electronic Industries Association has a vital interest in legisla- 
tion concerning revision of the Armed Services Procurement Act. 
Approximately one-half of the electronic products manufactured by 
the industry are sold to the military services. EIA’s membership 1s 
composed of small, medimum, and large business concerns, many of 
which have been exposed to defense procurement, both as prime con- 
tractors and subcontractors. Also, more than one-half of our mem- 
bers comes within the category of “small business.” 

My purpose here today is to express to the members of this subcom- 
mittee the views of the Electronic Industries Association concerning: 

(1) Why revision of the Armed Services Procurement Act is neces- 
sary in the national interest; 

(2) Why weare in support of S. 500; and 
(3) Why we oppose 8. 1383 and S. 1875. 
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WHY REVISION OF THE ARMED SERVICES PROCUREMENT ACT IS NECESSARY 
IN THE NATIONAL INTEREST 


There are numerous reasons why revision of the Armed Services 
Procurement Act is necessary in the national interest. I will sum- 
marize the major reasons here and further elaborate on them in the 
discussion on S. 500. ex 1 

(1) The present law imposes numerous administrative and time- 
consuming restrictions that seriously impair efficient administration 
of the procurement program. For instance, the requirement to make 
administrative determinations in support of competitively negotiated 
contracts and the lack of authority to make limited delegations of 
authority below the level of the agency heads are unnecessary, time- 
consuming restrictions. ore nvaelitvig 

(2) Similarly, the present law implies that formal advertising is 
the only specific method of achieving competition, whereas by neces- 
sity and general usage the Department of Defense has found it neces- 
sary to use competitive negotiation as an alternative method even 
though it is required to be used as an exception to formal advertising. 
Under competitive negotiation, proposals are solicited from all known 
qualified suppliers or producers, _ 

(3) The present law, enacted in 1947, was intended for peacetime 
procurement operations and in many respects is inappropriate for a 
program involving procurement of highly complex advanced equip- 
ment now approximating $22 billion annually. 

(4) Finally, at a time when our superiority in military technology 
is being challenged by a foreign power, the present law fails to provide 
the framework for effectively utilizing the full potential of the in- 
dustrial strength of our free enterprise system with its vast reservoir 
of management and technical skills. 

It is our firm belief that until such time as Congress recognizes 
some of the serious deficiencies in the present law, congressional com- 
mittees will continue to question the expenditure of the major portion 
of procurement funds through a method of procurement, namely, 
competitive negotiation, not specifically recognized in the law. While 
the present law establishes as a policy objective that procurement 
should be accomplished by formal advertising, it fails to indicate how 
this can be done for advanced complex weapons. Even if it could 
be done, we could ill afford the time it would take for the develop- 
ment of sufficiently detailed specifications to permit procurement 
by formal advertising. 

We do not subscribe to the view that the use of negotiated pro- 
curement is not truly competitive and therefore is not in the national 
interest. This method not only conforms to sound business practices 
but also makes possible the delivery of better weapons at less cost to 
the Government. Therefore, it is our firm conviction that any action 
taken by Congress designed to restrict the use of this method would 
seriously impair the effectiveness and efficiency in the development 
and procurement of advanced complex weapons systems. Certainly 
Congress would not want to adopt a policy that would further jeop- 








394 MILITARY PROCUREMENT 


ardize our ability to meet the Soviet challenge in military. tech- 
nology. i i 

It is not our intention to leave the impression that formally ad. 
vertised procurement is not effective and does not have a definite 
place in our procurement system. Formal advertising is recognized 
generally as effective where the item being procured can be adequately 
and specifically described and the quantity to be purchased is suff. 
cient to warrant the administrative costs involved in advertising and 
reviewing the bids. Also, where the procurement involves a stand- 
ard commercial product, military specifications should not vary the 
commercial characteristics; nor should the item be one that igs re. 
stricted by a security classification or subject to proprietary rights, 
Conversely, the product should be one for which there is an adequate 
number of bidders, ready, willing, and able to bid, and the award can 
be made solely on the basis of the lowest qualified bid. 

The basic conditions are necessary to the effective use of formal 
advertising but it is obvious they would not prevail in the procure- 
ment of advanced complex equipment. It would not be appropriate, 
for instance, for the procurement of long-range radar with capa- 
bilities presently unknown and technical detail practically nonexist- 
ent. And certainly formal advertising has no place for procure- 
ments relating to development of advanced weapons and the achieve- 
ment of scientific breakthroughs. In short, we think it is important 
that the public understand that there is a difference in the procure- 
ment of a standard commercial product, such as a No. 3 lead pencil 
and the procurement of engineering and technical know-how in- 
volved in the development of a complex guidance system. 

Therefore, it seems inconsistent that Congress would recognize the 
urgency of our military procurement program by the appropriation 
of large funds while at the same time expect that they be spent under 
a legislative policy intended for peacetime conditions and dating back 
to the Civil War when the concept of formal advertising was first 
enacted as Government policy under section 3709 of the Revised 
Statutes. 

There are other reasons why we believe the present law needs re- 
vision. I plan to review these in my discussion of S. 500. 


WHY WE SUPPORT S. 500 


Our reasons for supporting S. 500, with minor changes, are as 
follows: 

(1) It would provide needed procurement flexibility : S. 500 would 

rovide much needed flexibility in the use of procurement methods 
i specifically authorizing competitive negotiation on an equal basis 
with formal advertising. It also would recognize that procurement 
by negotiation is competitive and therefore should not be required to 
conform to the same standards that apply to the exceptional case of 
procurement through single source negotiation. 

There is a need for Congress to enact legislation that provides the 
kind of procurement flexibility that would permit adjustment to the 
types of products or services being procured while at the same time 
assuring a maximum degree of competition and the delivery of serv- 
iceable equipment. All three methods have a place in the defense 
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rocurement system. For instance, formal advertising is suitable for 
faying commercial-type products and services, shelf items and stand- 
ard catalog supplies that are susceptible of definitives specifications. 
Single source negotiation, on the other hand, would be appropriate 
only in those exceptional situations involving the development of a 
highly complex portion of a weapon as, for example, a guidance 
system for a long-range missile, in situations where multiple qualified 
sources are not available. It is necessary also for research and de- 
velopment projects—particularly those seeking to push back the 
frontiers of military science. Competitive negotiation would then 
be used for those items for which definitive specifications are not 
possible but where there exist multiple sources of supply to make com- 
petitive proposals—competitive not only in price but also in technical 
competency and management know-how. 

This flexibility is lost or, at least made cumbersome, by strict ad- 
herence to the present law. Present procedures imply that formal ad- 
vertisting is the only method of procurement for achieving competi- 
tion. Moreover, it requires formal advertising regardless of the 
nature of the item being procured, its complexity, or whether it can 
be described in specifications. Thus, the procedures ignore the fact 
that many types of procurement may be accomplished more econom- 
ically and efficiently through competitive negotiation. 

We realize there are some who believe that specifically authorizing 
competitive negotiation will reduce the use of formal advertising. We 
seriously question this view, but even if the point could be established, 
it should not be the controlling factor. The important consideration 
is whether authorizing competitive negotiation will increase overall 
competition, and we believe it will. We believe also that the oppor- 
tunities that are offered in the use of competitive negotiation by re- 
viewing and controlling costs and evaluating contractor’s competency 
will result eventually in savings to the Government. And this does 
not take into account savings opportunities that are possible through 
price adjustment and incentive pricing arrangements, that are fre- 
quently included in competitively negotiated agreements. 

We firmly believe, therefore, that this provision of S. 500 has a great 
potential—not only because it makes possible needed flexibility in pro- 
curement procedures but also because it should eventually broaden the 
overall competitive base which is a major objective of any revision 
of the present law. 

(2) It would simplify procurement procedure: 8.500 contains sev- 
eral provisions which would simplify procurement procedures and 
eed up delivery of military equipment. 

(a) Administrative determinations: By specifically authorizing 
competitive negotiation, S. 500 would eliminate the present require- 
ment for administrative determinations in justification of all procure- 
ments other than those made through formal advertising. Thus, ad- 
Ministrative determinations would not be required for contracts 
awarded through competitive negotiation. This should eliminate 
much of the delay that now results from the requirement for making 
determinations justifying the use of 1 of the 17 exceptions to procure- 
ment by formal advertising. 

Section 5 also would eliminate the requirement for advance deter- 
minations in making cost-reimbursement type contracts for experi- 
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mental, developmental, and research work. Because most of thig 
type of work on new weapons is initiated under cost-reimbursement 
type contracts, the removal of this requirement should help in speed- 
ing up key defense research projects. This section would also elimj- 
nate administrative determinations for making incentive contracts— 
another significant step in simplifying proceurment procedures, 

(6) Performance specifications: Section 4 of S. 500 would add a 
new section 2305(e) authorizing the use of performance specifications, 
This would remove the present requirement for detailed specifications 
and would permit the use of simplified specifications consistent with 
the needs of the procuring agency, the nature of property tobe pro- 
cured, and the requirements of the defense cataloging and standardi- 
zation programs. We look upon this new authorization as an impor- 
tant step in assuring uniformity in the administration of procurement 
through formal advertising and competitive negotiation. 

At present, considerable manpower and time are utilized in the 
preparation of detailed specifications and the inspection of items to 
determine whether they conform. Moreover, the requirement of de- 
tailed specifications has the tendency to affect adversely participation 
of small business concerns because these companies lack the facilities 
to adjust to ever-changing specifications that vary their regular lines 
of commercial products. The use of performance specifications also 
should eliminate the present cumbersome procedures involved in 
iniating, reviewing, and approving engineering changes made neces- 
sary because of the practical problems in developing adequate original 
specifications. Not to be overlooked also is the fact that performance 
specifications should be an effective means of broadening the procure- 
‘nent base by increasing potential sources of supply to bid on defense 
work. This should have a significant effect on reducing procurement 
costs through increased competition. 

The Department of Defense has recommended that this provision 
be broadened to include design specifications. Senator Saltonstall’s 
statement in the Congressional Record (Jan. 20, 1959) in explana- 
tion of the bill indicates that design and manufacturing spe- 
cifications were intended to be included in this provision. For 
purposes of clarification, therefore, we recommend that this pro- 
vision of the bill be amended to include design, as well as perform- 
ance specifications, or a combination of both, where their use would 
be appropriate. 

(c) Delegation of authority to make determinations: The present 
law (sec. 2311) permits only limited delegations by heads of the mili- 
tary agencies of authority to make administrative determinations in 
justification of negotiated procurements. For several of the excep- 
tions, such delegations are prohibited. The present law also prohibits 
delegations to make determinations in justification of granting ad- 
vance payments. 

Section 6 of S. 500 would remove these administrative bottlenecks 
except for the determination that it is in the national interest to 
negotiate a contract to preserve a particular industrial base to meet 
planned mobilization requirements. It would permit unqualifiedly 
the delegation of authority to make all other administrative deter- 
minations, including the one justifying advance payments. We sup- 
port this section and agree with the Department of Defense in its 
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comments on this bill that permitting these determinations to be 
delegated “will eliminate a lot of unnecessary paperwork” and would 
“improve the efficiency and effectiveness of responsible people at 
different and varying levels of authority by freeing them of the 
present time-consuming burden of reviewing the volume of papers 
now going forward to the Secretary for decision.” 

(3) It would enhance small business participation: S. 500 contains 
several provisions which would enhance small business participation 
in defense procurement. Section 4 would permit restriction of formal 
advertised procurements to small business concerns solely on the 
unilateral determination of the procuring agency. This would elim- 
inate the present cumbersome set-aside procedure requiring a joint 
determination as the basis for restricting formal advertised pro- 
curement to small business. This should enhance small business 
participation and at the same time simplify the procedures for car- 
rying out this longstanding legislative policy. 

Another provision, section 5(c), would add a new section 2306(f) 
authorizing agency heads to require prime contractors to restrict 
subcontracting of selected products or services to small business con- 
cerns. We favor a policy that would encourage maximum participa- 
tion of small business concerns at the subcontract level. But we 
oppose this provision as presently written. 

As pointed out by the Defense Department, this provision would 
be administratively burdensome—if not impossible—to administer. 
In performing a defense contract, particularly involving a complex 
weapons system, a prime contractor assumes a great responsibility— 
one that tests its technical competence, ingenuity, skill, and manage- 
ment ability. Therefore, any action by the Government which would 
impair the contractor’s ability to perform would not only be burden- 
some but could also seriously impair efficient performance, thereby 
affecting the quality of the end product. Certainly, this is not con- 
sistent with the principal objectives of the bill. 

It is our recommendation, therefore, that this provision be amended 
along the lines recommended by the Department of Defense so as to 
encourage—not require—maximum subcontracting to small business 
concerns to the extent consistent with efficient performance of the 
contract. 

(4) It would facilitate improved management of weapons systems 
procurement and thus reduce leadtime for new weapons: The major 
objective of S. 500 is to speed up delivery of weapons through im- 
proved procurement management and simplified procurement pro- 
cedures. Specific authorization of the weapon or operational system 
ef procurement and providing flexible guidelines for its use should be 
an effective step toward accomplishing this objective. In addition to 
removing many of the administrative and technical requirements 
impeding the procurement of new weapons, S. 500 would make it 
possible to improve the effectiveness of the currently used weapon 
system management concept as a means of increasing efficiency and 
effectiveness in the procurement of complex weapons systems. There- 
fore, we are in general support of section 7 of S. 500. 

There are many favorable features of the weapon or operational 
system of procurement. To summarize a few: 

(a) It is a sound method for achieving effective use of the indus- 
trial experience and know-how of private industry, an important 
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factor in meeting the Soviet challenge for superiority in military 
technology; 

(6) It would provide maximum integration of the various phases 
of the procurement cycle from the conception of the procurement 
need through the research, development, testing, evaluation, and ulti- 
mate production phases, thereby reducing leadtime and expediting 
delivery of weapons for operational use ; 

(c) By ese dinatiny management authority and responsibility ina 
contractor or team of contractors and Government officials, it would 
facilitate decision making and eleminate delays resulting from multiple 
reviews at the various agency levels; 

(d@) It should increase small business participation at the subcon- 
tract level, thereby enhancing their potential in defense work; 

(e) It would provide a basis for closer coordination between Goy- 
ernment and contractor personnel which should aid immeasurably in 
achieving closer review of contractor performance and costs; and 

(f) Finally, it should facilitate the administration of weapons 
systems programs on a uniform basis by authorizing the Secretary of 
Defense to prescribe regulations to be followed by all of the military 
services. . 

In considering this provision of the bill, the Electronic Industries 
Association recommends three amendments which we believe would 
improve the management of weapons systems: 

(a) We recommend that proposed section 2389(b) be amended to 
make permissive the designation by the heads of the military depart- 
ments of operational systems. This apparently is the intent and can 
be done by deleting the word “shall” and substituting the words “is 
authorized”. 

(6) We recommend that proposed section 2389(d) be amended to 
provide a greater degree of flexibility in the procurement of weapons 
systems by authorizing, in the alternative, the procurement of such 
systems from either a single contractor or a team of contractors. As 
presently written, the team concept may be used only in cases in 
which the agency head determines that the use of a single contractor 
is not practical. 

(c) We recommend that proposed section 2389(e) be amended to 
encourage rather than require prime contractors to subcontract to 
small business concerns to the extent consistent with efficient perform- 
ance. Our reasons for this change already have been stated in our 
discussion regarding small business participation. 


WHY WE OPPOSE 8. 1383 AND S. 1875 


We oppose these bills principally because they are not aimed at re- 
solving the major deficiencies in the present procurement system which 
we have outlined in our discussion of S. 500. 

In the case of S. 1383, this bill would retain the “national emer- 
gency” and other 16 exceptions to formal advertised procurement but 
would authorize the Secretary of Defense to establish regulations gov- 
erning their use. As Senator Williams has pointed out, this would 
require the military services to negotiate contracts— 


in conformity with standards which the Secretary of Defense would be required 
to establish by regulations. 
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We do not see that this provision changes to any substantial degree 


. the procedures that now exist. The armed services procurement regu- 


lation now contains regulations governing the use of the 17 exceptions 
to formal advertised procurement. These rules are issued under the 
authority of the Secretary of Defense, although they are usually de- 
yeloped by the ASPR (armed services procurement regulation) com- 
mittee. ‘Therefore, this provision of S. 1383 would merely restate au- 
thority that the Secretary of Defense presumably already has. Wedo 
not see that this is necessary. 

§. 1875 contains several provisions intended to correct some of the 
deficiencies in the present law. For instance, it would authorize com- 
petitive negotiation and encourage open market purchases of com- 
mercial products where they would satisfy the needs of the agencies. 
However, the bill contains none of the provisions of S. 500 directed 
at improving weapon system management, utilizing performance 
specifications where detailed specifications are not feasible, or remov- 
—— numerous procedural restrictions now delaying the developing 
and production of major weapons. 

Moreover, S. 1875 is objectionable because it seeks to utilize procure- 
ment funds to achieve social and economic objectives unrelated to 
sound procurement a Thus, the adoption of such a policy in 
the development and production of our major weapons systems would 
be subordinating our national security needs to social and economic 
needs—a risk we cannot and should not take. Also, the adoption of 
such policy of buying the best products possible, at the best price, and 
with minimum delay. 

SUMMARY 


In summary, the Electronic Industries Association recommends: 

(1) That the present Armed Services Procurement Act be amended 
so as to provide flexibility in our present procurement system to cope 
with the problems inherent in buying advanced complex weapons; 

(2) That S. 500, with minor changes as recommended, be enacted at 
this session of Congress as a necessary step to eliminate unsound pro- 
curement procedures and practices and to provide the basis for im- 
proving the management of complex weapons systems in order to 
reduce leadtime at expedite delivery of weapons; and 

(3) That S. 1383 and S. 1875 be rejected as inadequate approaches 
to resolving the numerous deficiencies now existing in our defense 
procurement program. 

That completes my formal testimony, Mr. Chairman. 

Senator THurmonp. As I construe it from your testimony you 
strongly advocate S. 500 and oppose S. 1383 and S. 1875. 

Mr. Huuu. That is correct. 

Senator THurMOND. As to any revision of S. 500, do you feel that 
there should be any changes? 

Mr. Hurt. We have recommended some specific rather minor 
changes. 

Senator Tourmonp. I mean other than what you have suggested in 
the statement ? 

Mr. Hui. No, sir. 

Senator Tuurmonp. Now, some witnesses from the Defense Depart- 
ment say that the Defense Department is more or less following S. 
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500 now, that is, following the procedures and that this would merely 
be putting on the statute books what they are now following, the pro- 
cedures outlined in S. 500. Do you have any comments? 

Mr. Hux. The procurement agencies of the Defense Department of 
necessity have had to use the competitive negotiation processes but, asa 
corollary they have had to justify each individual case by an exception, 

This has involved, of course, an extensive amount of paperwork, 
time-consuming, which we can ill afford in our effort to advance weap. 
ons procurements, particularly of these complex types. 

The virtue of S. 500 is that it establishes policies and eliminates much 
of this existing redtape which must be followed under existing legisla- 
tion. 

Senator THurmonp. Senator Saltonstall ? 

Senator SatronstaLy. Thank you, Mr. Chairman. 

On page 8 of your testimony in the third paragraph you use the 
words that “This would eliminate the present cumbersome ‘set-aside,’” 
do you not? 

Mr. Hott. That is correct, yes, sir. 

Senator SatronsTaLL. You mean this would “supplement” the pres. 
ent set-aside program, isn’t that what you mean ? 

Mr. Huu. You are correct, yes, sir. 

Senator SatronsratL. And that should be changed to cover that. 
You don’t mean it would eliminate it. 

Mr. Hutt. Well, I wonder if the set-aside procedure would be essen- 
tial to this, Senator. 

Senator SatronsTaLu. Well, I don’t think you want to eliminate the 
set-aside procedure. 

My assistant called my attention to the fact that the present method 
calls for a cooperative agreement or understanding between the Defense 
Department and the Small Business Administration. I don’t think you 
want to end that. 

Mr. Hou. That is correct, sir. I agree thoroughly, as long as this 
is a cooperative decision. 

Senator SattonsraLy. On page 10 you made your three recommen- 
dations starting at the bottom of the page and as I gather the two im- 
portant ones are where you state that it be permissive for the military 
departments to designate the operational systems. Surely that was 
the intention of the act, as I understand it, that that is what we are 
trying to do. 

Mr. Huu. Yes, sir. 

Senator SatronsraLut. So, you do make that clear. Now, again, 
several witnesses have testified as to team contractors rather than a 
single prime contractor. That would also be my understanding of 
what we want to do, where appropriate. That is, we do not want to 
see just one prime contractor in this thing over here and another prime 
contractor in this thing over there, they should work together if that 
could be done. 

Mr. Hutt. Yes, sir. Perhaps with a little broader thought, where 
there are certain cases—for example, the use of identification systems 
as in missiles, where they are used on a multiplicity of types of air- 
craft where certain standardizations are and where you must have 
enough flexibility to provide for a group or a chain, and not restricted 
to one contractor. 
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Senator Satronstratt. Another thing that many people are inter- 
ested in, and that I as a member of the Small Business Committee am 
interested in, is this. At the top of page 11 you use the words “encour- 
age rather than require prime contractors to subcontract to small 
business concerns.” 

You do not mean to cut down the use of small business where they 
are capable, but you believe simply in the interest of procedure and 
acceleration, cutting down leadtime and increasing efficiency, that for 
that purpose the word “encourage” rather than “require” would do the 
same thing ? 

Mr. Huxz. I am convinced it would, Senator, yes. The concern 
here is the initial negotiation versus the followup placement of orders 
to subcontractors and vendors. It is current practice, of course, and 
I would expect it would be continued, for the contvacting officer to 
review the matter of what orders they placed with whom and it has 
always worked out well, to my knowledge, as a joint venture between 
the contracting officer, his representatives, and the prime’ contractor 
in these placements. 

Certainly, once the knowledge the contract has been placed with the 

rime becomes general, small businesses are alerted, and there would 
be more opportunity, certainly, for small business. 

Senator SaLronsTALu. I am sure that all of us—I speak for myself, 
and I am sure the chairman agrees—that what we all want to do is 
to allay any suspicion on the part of small business that this method 
of procurement, if adopted and legalized, is going to eliminate small 
business by concentrating defense business into a fewer number of 
prime contractors. We hope to spread it among a greater number of 
subcontractors. 

Mr. Huuy. I am perfectly convinced this will be the result. 

Senator Sarronsrauu. Thank you. 

Discussion off the record. ) 
nator THurMoND. Well, I thank you, Mr. Hull, for coming here 
to testify, and I appreciate the contribution you have made to the 
work of our subcommittee. 

Mr. Huti. Thank you very much. 

Senator THurmonp. The subcommittee will now stand adjourned 
until Friday at 10: 30. 

(Whereupon, at 12:55 p.m., the subcommittee adjourned until Fri- 
day, July 31, 1959, at 10: 30 a.m.) 
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FRIDAY, JULY 31, 1959 
U.S. Senate, 


SrectaL SUBCOMMITTEE OF THE 
CoMMITTEE ON ARMED SERVICES, 
Washington, D.C. 

The subcommittee (composed of Senators Thurmond, Stennis, 
Ervin, Cannon, Saltonstall, and Bush) met, pursuant to recess, at 
10:30 a.m., in room 212, Senate Office Building. 

Present : Senators Thurmond (chairman of the subcommittee), Can- 
non, and Saltonstall. . 

Also present: Mr. William Darden, Mr. Herbert S. Atkinson, and 
Mr. Harry L. Wingate, Jr., of the committee staff. 

Senator THurmonp. The subcommittee will come to order. 

The first witness this morning represents the Chamber of Commerce 
of the United States. He is Mr sires P. F, Smith, vice president 
of the Borg-Warner Corp. 

The next witness is Mr. Warren Webster, chairman of the National 
Defense Committee of the National Association of Manufacturers. I 
will ask him to stand by and be ready to take the stand next. 

Mr. Smith, if you come right up here, I think we can hear you 
better, and it will probably be more convenient. 


STATEMENT OF GEORGE P. F. SMITH, CHAMBER OF COMMERCE OF 
THE UNITED STATES; ACCOMPANIED BY TERRY RICE, MANAGER 
AND SECRETARY, NATIONAL DEFENSE COMMITTEE 


Mr.Smiru. Mr. Chairman, I appear today for the Chamber of Com- 
merce of the United States, a federation of 3,450 State and local 
chambers of commerce and trade, industrial, and professional asso- 
clations. 

Iam a member of the chamber’s national defense committee, which 
consists of 40 representatives of the Nation’s defense supporting in- 
dustries. For the past 2 years, I have served as chairman of a pro- 
curement subcommittee that conducted careful studies of the major 
defense procurement problems. 

I have with me Mr. Terry Rice, manager of the chamber’s national 
defense department and secretary to the national defense committee. 

We appreciate the opportunity of being invited to present our views 
and recommendations, on this most important legislation. 

In accordance with the chairman’s desire to avoid repetitious testi- 
mony, I have a prepared statement I would like to submit for the 
record at this point. Then I would like to summarize the chamber’s 
position, stress several important points, one of which has not been 
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covered by previous witnesses, and comment briefly on the critica] 
testimony presented by some preceding witnesses. 

Senator THurMonD. Without objection, your entire statement wil] 
be placed in the record. I think that would be a nice way to handle 
it. Then you just make any additional comments you wish. 

(Mr. Smith’s prepared statement is as follows:) 


My name is George P. F. Smith. I am vice president of the Borg-Warner 
Corp. 

I appear today for the Chamber of Commerce of the United States, a federa. 
tion of 3,450 State and local chambers of commerce and trade, industrial, ang 
professional associations. , 

I am a member of the chamber’s national defense committee, which consists 
of 40 representatives of the Nation’s defense supporting industries. For the 
past 2 years, I have served as chairman of a procurement subcommittee that 
conducted careful studies of the major defense procurement problems. 

During most of 1954 and part of 1955, I was vice chairman of the second 
Hoover Commission Task Force on Military Procurement. 

The chamber supports, with amendments, the enactment of S. 500. We are 
opposed to S. 1383 and S. 1875. 

We support S. 500 because— 

1. It would correct serious deficiencies and clarify many provisions of the 
Armed Services Procurement Act. 

2. It would help speed up the development and production of complex 
modern weapons by specifically authorizing the weapons system concept of 
procurement and by taking greater advantage of our vast industrial know- 
how. 

3. It would provide greater flexibility in military procurement manage 
ment by giving statutory recognition to competitive negotiation and the 
necessity of its extensive use. 

4. It would increase small business participation in defense procurement, 
primarily as subcontractors. 

5. It would permit greater economy and efficiency in the organization and 
management of defense procurement. 

S. 1383 reflects the widespread but erroneous impression that the use of nego- 
tiation means the absence of competition. It also would further complicate the 
long leadtime problem by requiring unnecessary time-consuming reports to the 
Attorney General every time a contract is let on the basis of competitive nego 
tiation. 

Although 8S. 1875 would give statutory recognition to competitive negotiation 
as a proper and desirable method of defense procurement, we oppose its enact- 
ment because its underlying purpose is to seek to use defense contracts as eco- 
nomic stimulants for unspecified “geographic areas of the Nation.” This would 
be an improper use of defense dollars. 


Why S. 500 is necessary 


The Armed Services Procurement Act of 1947 was an excellent statute at the 
time it was enacted and was adequate until we began concentrating on the 
procurement of fantastic space-age weapons. But we have reached the point 
where the law itself is contributing to unnecessary delays and costs that cannot 
be tolerated or afforded. 

The act has four principal weaknesses that need correcting. 

First, it overstresses the use of formal advertised procurement, which is in- 
appropriate for buying approximately 85 percent of the goods and services re 
quired by the Armed Forces. 

Second, present procedures—which the act requires—necessitate frustrating, 
time consuming, and costly delays in the solicitation and evaluation of bids, the 
negotiation of contractual terms, and the review and approval of contractual 
documents. 

Third, the requirement of detailed specifications is impractical in many it- 
stances, impossible in others, and creates unnessary delays. 

Fourth, and most important of all, the law does not permit full utilization of 
our Nation’s vast reservoir of industrial know-how and resourcefulness. On the 
contrary, in many respects it penalizes efficiency and ingenuity, restricts im 
ecentives to produce quality items at minimum cost, stifles the creative capacity 
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of individual contractors, and overly restricts the delegation of authority and 
responsibility to contractors to make technical decisions. 

The Defense Reorganization Act of 1958 established the framework for mod- 
ernizing the organization and management of our combatant forces, but it left 
those forces dependent upon an inadequate procurement law and organization 
for their vital logistical support.. Senator Saltonstall, who sponsored and 
spearheaded the Senate’s favorable action on the 1958 Reorganization Act, be- 
came aware of this situation late last summer, and has come forward with 
§, 500 that should correct this deficiency in our Nation’s preparedness program. 

Here, in greater detail, are the reasons why the national chamber supports, 
with minor revisions, those provisions of S. 500 that would— 

(a) Place competitive negotiation on a par with formal advertised buying. 

(b) Specifically authorize and encourage use of the weapons system con- 
cept of procurement, when appropriate. 

(c) Stimulate small business participation in defense procurement, pri- 
marily as subcontractors. 

(d) Permit greater economy and efficiency in the organization and man- 
agement of defense procurement. 

Competitive negotiation 

The chamber especially supports section 2 of S. 500, placing competitive ne- 
gotiation and formal advertising on an equal footing, because it would provide 
for one of the most essential ingredients of any effective procurement pro- 
gram—flexibility to adjust to whatever method of procurement may be neces- 
sary to obtain top-quality, low-cost goods and services in sufficient quantities 
when needed. 

We do not believe that placing competitive negotiation on a par with formal 
advertising will necessarily result in less use of the latter method of procure- 
ment and, consequently, less competition. On the contrary, we are convinced 
that the net effect of section 2 and other provisions of S. 500 will be to increase 
competition for defense orders. 

By way of illustration, formal advertising would continue to be used—as it 
should be—for purchasing all standardized supplies and services, and the pro- 
gram to standardize more supplies and services is gaining momentum. Per- 
mitting greater use of performance specifications should make it possible to 
award, on an advertised basis, some contracts that now must be negotiated. S. 
500 would inject even more competition than there already is into future utiliza- 
tion of the negotiation process. More extensive use of the weapons system con- 
cept of procurement, which will be discussed later, should broaden competition 
among prime contractors. And the small business provisions of the bill should 
insure much greater small business participation in defense contracting at the 
subcontract level. 

In short, by specifically providing for an additional method of procurement 
which experience has proven is both efficient and economical, 8. 500 should pro- 
vide the Defense Department with a more adequate statutory base for the is- 
suance of regulations increasing competition in defense procurement. This is 
difficult to do under the existing law because it appears to recognize formal ad- 
vertising as the only method of procurement that insures competition. 

There is a widespread impression that all that is necessary to increase the 
volume of formal advertised buying is the issuance of a directive to that effect. 
It is not generally understood that most defense products are procured through 
competitive negotiation, not so much by choice but as a matter of necessity. 
This is primarily because it is extremely difficult and often impossible to set 
rigid procurement specifications when the military services, in effect, are buying 
scientific or technological breakthroughs rather than products. In the light 
of Russia’s unprecedented challenge to our Nation’s historic position of military 
and technological supremacy, we no longer can allow ourselves the time to wait 
for technology to catch up with the rigid set of specifications that are a pre- 
requisite to advertised bids. 

The heavy percentage of negotiated contracts comes about because the armed 
services—with the blessings of Congress—are permitted to buy all requirements 
under $2,500 per order on a negotiated basis, in order to hold down the volume 
of paperwork. In 1958, these purchases accounted for 81.4 percent of all the 
contracts that were negotiated, and most of these purchases involved considerable 
competition. 

Formal advertising has some advantages and should be used when it is prac- 
ticable and consistent with efficient procurement. But it also has some short- 
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comings and in many instances does not insure the best buy for the taxpayer. 
Its shortcomings—apart from the major problem of writing specificationgs—p,. 
clude such things as— 
(a) The product is only as good as the specifications and is frozen to the 
specifications. 
(b) When price is the sole basis for selection of a contractor, the quality 
producer is driven out of the picture. 
(c) The paperwork involved can cost more than the products or servyicgs 
ordered. 


Speed up weapons’ development and production 


The chamber especially supports, with amendments, section 7 of S. 500 becange 
the limited experience (since 1950) with the weapons system concept of contract. 
ing clearly demonstrates that it makes possible the development and produetion 
of optimum defense equipment at minimum cost and leadtime in a period of 
rapidly accelerating technological progress. It permits much closer control of 
costs because a single organization—the prime contractor or team of prime or 
associate contractors—is cognizant of the entire cost of a weapons system 
program. 

One of the major findings of the Senate Preparedness Committee during last 
year’s extensive hearings was that the use of detailed specifications and other 
technical procurement requirements contributed greatly to delaying the develop. 
ment and delivery of major weapons. The hearings also brought out that we, as 
a nation, are failing to capitalize on the great strength of the American industrial 
system by not placing sufficient reliance on management’s know-how and 
resourcefulness. 

In addition to liberalizing or clarifying many of the administrative and 
technical requirements impeding the procurement process, section 7 of 8S. 500 
very properly sanctions and encourages greater reliance upon weapons system 
procurement. But the bill, as drafted, uses the term “operational system” 
instead of weapons system. It would seem preferable to use the term “weapons 
system”—primarily because it has acquired many now familiar connotations, 
We also recommend that the definition in section 7(a) be modified to inelude 
combinations of vehicles and equipments where no facilities are involved, such 
as airplanes, ships, and tanks. 

The chamber also recommends that section 7(d) be amended to provide for 
greater flexibility in the procurement of weapons systems by specifically authoriz- 
ing the procurement of such systems from either a single prime contractor or a 
team of contractors for any or all of the work to be done under the contract. 

We concur in the proposal (sec. 7(c)) that each prime contract require the 
maximum amount of subcontracting that is consistent with the performance of 
the contract, and the further proposal that a similar requirement be inserted 
in lower tier subcontracts. But because lower tier subcontracts could be inter- 
preted as including suppliers at the lowest contract level, we concur in the 


Department of Defense recommendation that this requirement be limited to major 
subcontractors only. 


Subcontracting and small business 


The chamber also supports, with amendments, the several provisions of 8. 500 
relating to subcontracting and small business participation in defense con- 
tracting. We recognize the importance of small business in the national 
economy and the need for integrating small business into the defense production 
program. The strength of American industry lies in its reliance, not on any one 
company or on any small group of companies, but on the teamwork of many 
business organizations both large and small working together. 

But we must also face up to the fact that the complexity of military technology, 
coupled with the rising importance of research and development in lieu of large 
production contracts, is making it increasingly difficult for small business to 
qualify and compete for prime defense contract awards. 

A primary objective of S. 500 is to make certain prime defense contracts are 
subcontracted to the maximum extent consistent with efficient and economical 
performance of such contracts. This is a sound objective because there are 20 
size limitations on skill and ingenuity. It is well known that many prime con 
tractors, because of the variety and volume of parts entering into defense items, 
cannot make many of the parts they require as economically as they can buy 
them from small business. 
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On the other hand, some critics of 8S. 500 have suggested, in effect, that a 

imary objective of S. 500 should be more business for small business, regard- 
jess of the impact on costs, leadtime, quality, or the prime contractor’s responsi- 
pility for overall contract performance. The chamber sincerely hopes Congress 
will reject this viewpoint and will support instead provisions that place primary 
emphasis on getting the best defense job done. 

In his April 22 testimony before the Senate Small Business Committee, Small 
Busines Administrator Wendall Barnes sharply criticized the extent of sub- 
contracting under weapons system contracting, and expressed the personal opinion 
that smaller firms are not being utilized “to any degree approaching their 
potential.” But recently released statistics disclosed that the small business 
share of military dollars in calendar 1958 was $7,108 million. Total military 
procurement outlays were $23,771 million. The $7,108 million included $4,038 
million in prime contracts; $3,070 million in subcontracts paid out by 291 large 
prime contractors. The 1958 total compares favorably with $7,003 million paid 
to small business in calendar 1957. 

We already have recommended an amendment to section 7(e), relating to 
subcontracting whenever weapons system contracting is used. The chamber also 
supports the Defense Department’s proposed amendments to two other provisions 
relating to subcontracting. These are section 4, subsection (a) (1), and section 
5, subsection (f). 


Seek improved procurement organization and management 


§.500 would simplify contracting procedures, expedite decision-making, pro- 
vide more flexibility and thereby should contribute toward greater economy and 
efficiency in the management of military procurement. But these provisions will 
be helpful and effective only if they are coupled with a strong and enforcible 
policy statement, directing the Defense Department to streamline its procure- 
ment organization. At the same time, Congress should insist upon full com- 
pliance with existing directives that call for a higher degree of specialization by 
personnel assigned to procurement and supply activities and for curtailing the 
assignment of military personnel to support-type jobs that can, and in most 
cases should, be performed by civilians. 

Congress called attention to the imperative need for a truly integrated military 
procurement and supply organization 7 years ago when is enacted into permanent 
law the so-called O'Mahoney amendment to the 1953 Defense Appropriations Act. 
But efforts to implement the amendment fell far short of what was necessary 
because of the hostility of the military services toward virtually all proposals 
for organizational changes in the direction of greater unification of support-type 
activities. 

Congress last year wrote into the Defense Reorganization Act a provision 
(McCormack amendment) which the President had not requested but later agreed 
to, which gave the Secretary of Defense unprecedented authority to curtail the 
wasteful built-in triplication of such common-type activities as procurement and 
supply by placing them under a single agency if he so desired. The Secretary 
promptly implemented other provisions of the law providing for the establish- 
ment of truly unified combatant commands. Some progress also has been made 
toward integrating supply activities. But there has been relatively little action 
to integrate or consolidate the administration of defense procurement. 

We have one basic procurement statute—the Armed Services Procurement 
Act—and one basic set of implementing regulations. But each of the military 
departments still maintains and operates its own procurement system, issues 
its separate, voluminous and sometimes conflicting implementing regulations, 
and within each department there is a multiplicity of procurement organizations. 
For example, almost every Army technical service and Navy bureau still has its 
own separate procurement program. This, in turn, requires a network of admin- 
istrative offices, many of them in the same locations performing the same or 
similar functions. 

This subcommittee also should know that although Defense Department policy 
directives provide for 3- and 4-years tours of duty for officers given key procure- 
ment assignments, a recent survey by the House Appropriations Committee staff 
disclosed that the normal tour is 15 to 18 months. Furthermore, the top jobs in 
Virtually all civilian-dominated support-type activities—such as procurement, 
supply, medical, transportation, and financial management—are still reserved 
for military personnel. 
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Renegotiation 


Section 9 of S. 500 proposes certain amendments to the Renegotiation Act. Thp 
chamber recently recommended that this act be permitted to expire June 3 
1959, as no longer justified or necessary. 

Pending repeal of this act, the chamber supports certain types of amendments 
that would go beyond the exemptions proposed in section 9. These include 
the right to appeal Tax Court renegotiation decisions, the full disclosure of jp. 
formation on which renegotiation decisions are based, and writing the present 
permissive stock item exemption into the act itself. These will not be discusgeg 
in this statement, however, because it has been indicated that they are not 
the direct concern of this subcommittee at this time. In this regard, Senator 
Saltonstall made it clear, in his July 13 testimony on 8. 500, that he expectg no 
action on the proposals in section 9 until after the Joint Committee on Interngj 
Revenue Taxation completes the comprehensive Renegotiation Act study that 
Congress has just ordered. 

Give authority to Secretary of Defense 


In conclusion, the chamber recommends that wherever S. 500 contains a specific 
delegation of authority to an executive department, the authority should be given 
to the Secretary of Defense rather than one or more of the departmental secre 
taries, which the bill describes as “agency heads.” The Secretary of Defense, ip 
turn, could pass the authority on to the service secretaries, with or without limite- 
tions, thereby avoiding the type of administrative problems Congress tried to 
deal with last year in eliminating the so-called separately administered provision 
of the National Security Act. 

Mr. Smirn. As you will note, near the bottom of page 1 of my pre 
pared statement, the chamber supports the enactment of S. 500 with 
certain amendments that are specially identified in my statement. We 
are opposed to S. 1383 and S. 1875 for the same reasons so ably stated 
by Assistant Secretary Perkins McGuire. I will say nothing mor 
about the latter bills unless you have some questions. 

There are several major reasons why we think S. 500 should be 
amended and then approved. These are summarized at the bottom of 
page 1 and the top of page 2 of the prepared statement. 

We believe it would correct serious deficiencies which are spelled 
out in my statement, and would clarify many provisions of the Armed 
Services Procurement Act. You will recall Secretary McGuire’s em- 
phasis on the value of clarification of the statute. 

It would help speed up the development and production of com- 
plex weapons; not a great deal, perhaps, but certainly some. 

It would provide greater flexibility, that is flexibility to adjust to 
whatever method of procurement may be necessary to obtain top 
quality, lowest cost goods and services in sufficient quantities when 
needed. 

And it would permit greater economy and efficiency in the organ- 
ization and management of defense procurement. I will come back 
to this point in just a minute. 

Skipping over to the bottom of page 3, it is important to remem- 
ber that the 1958 Defense Reorganization Act established the frame- 
work for modernizing the organization and management of our com- 
batant forces, but it left those forces dependent upon an inadequate 
procurement law and organization for their vital logistical support. 
.We believe S. 500, with certain amendments, would go a long way 
toward correcting this deficiency in our preparedness program. 

I would like to underscore a point made at the bottom of page 9, 
where we point out that some people believe the primary objective 
of S. 500 should be more business for small business, regardless of 
the impact on costs, lead time, quality, or the prime contractor's Ie 
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sponsibility for overall contract performance. The chamber sin- 
cerely hopes Congress will reject this viewpoint, as not being in the 

national interest, and will support instead provisions that place 
rimary emphasis on getting the best defense job done. 

I would like to read from my statement, beginning at the bottom 
of page 10, because this part of the chamber’s presentation goes into 
an aspect of the defense procurement problem that other witnesses 
have not discussed, except for a brief reference to the voluminous 
military procurement regulations. 

S, 500 would simplify contracting procedures, expedite decision- 
making, provide more flexibility and thereby should contribute to- 
ward greater economy and efficiency in the management of military 
procurement. But these provisions will be helpful and effective only 
if they are coupled with a strong and enforceable policy statement, 
directing the Defense Department to streamline its procurement or- 
ganization. At the same time, Congress should insist upon full com- 
pliance with existing directives that call for a higher degtee of spe- 
cialization by personnel assigned to procurement and supply activi- 
ties and for curtailing the assignment of military personnel to sup- 
port-type jobs that can, and in most cases should, be performed by 
civilians. 

Congress called attention to the imperative need for a truly inte- 
grated military procurement and supply organization 7 years ago 
when it enacted into permanent law the so-called O’Mahoney amend- 
ment to the 1953 Defense Appropriations Act. But efforts to imple- 
ment the amendment fell far short of what was necessary because of 
the hostility of the military services toward virtually all proposals 
for organizational changes in the direction of greater unification of 
support-type activities. 

Congress last year wrote into the Defense Reorganization Act a 
provision (McCormack amendment), which the President had not 
requested but later agreed to, which gave the Secretary of Defense 
unprecedented authority to curtail the wasteful built-in triplication 
of such common type activities as procurement and supply by placing 
them under a single agency if he so desired. The Secretary promptly 
implemented other provisions of the law providing for the establish- 
ment of truly unified combatant commands. Some progress also has 
been made toward integrating supply activities. But there has been 
relatively little action to integrate or consolidate the administration 
of defense procurement. 

We have one basic procurement statute—the Armed Services Pro- 
curement Act—and one basic set of implementing regulations. But 
each of the military departments still maintains and operates its own 
procurement system, issues its separate, voluminous and sometimes 
conflicting implementing regulations, and within each department 
there is a multiplicity of procurement organizations. For example, 
almost every Army technical service and Navy bureau still has its own 
separate procurement program. ‘This, in turn, requires a network of 
administrative offices, many of them in the same locations performing 
the same or similar functions. 

This subcommittee also should know that although Defense Depart- 
ment policy directives provides for 3- and 4-year tours of duty for 
oficers given key procurement assignments, a recent survey by the 
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House Appropriations Committee staff disclosed that the normal tour 
is 15-18 months. Furthermore, the top jobs in virtually all civilian. 
dominated support-type activities such as procurement, supply, medi- 
cal, transportation, and financial management are still reserved for 
military personnel. 

Because of its close relationship to this portion of my testimony, J 
strongly recommend that the members of this subcommittee read, if 
you have not already done so, the excellent July 15 House Government 
Operations Committee Report, No. 674, on “Military Supply Manage. 
ment.” This report discusses in great detail the strengths and weak- 
nesses of the Defense Department’s efforts to meet congressional and 
Hoover Commission criticisms of duplication, overlapping, and waste 
in procurement, stock of supplies, and failure to use the resources of 
all three military departments to meet the separate requirements of 
each department. 

The committee’s major conclusion, in which the chamber heartily 
concurs, was that Secretary McGuire and his associates are givi 
these problems conscientious and careful attention, but that they have 
barely scratched the surface in effective utilization of the so-called 
single manager concept of procurement. 

In conclusion, Mr. Chairman, I would like to comment briefly on one 
general and three specific criticisms of S. 500 by witnesses who have 
preceded me. 

In the first place, the GAO and Federal Supply Service criticisms 
assumed, unrealistically, that the bill would be enacted exactly as 
introduced, and made no effort to evaluate the revisions suggested by 
the Defense Department. Nor did they suggest how the bill could or 
should be amended to take care of any of its so-called objectionable 
features. In other words, their testimony was entirely negative. We 
respectfully suggest, Mr. Chairman, that these agencies could be more 
constructive and of much greater assistance to the Congress if they 
would broaden their viewpoint in presenting testimony on proposed 
legislation. 

Secondly, the statement has been made, on several occasions, that 
most of the policies and procedures provided for in S. 500 are now 
being followed, that the bill, if enacted, really wouldn’t change things 
much, so it is not necessary. This is no valid argument against S. 500. 
The chamber firmly believes that the policies, procedures, and regula- 
tions governing the expenditure of more than 20 billion procurement 
dollars annually should be pursuant to up-to-date congressional guide- 
lines as set forth in the law of the land, rather than have them based, as 
they are now, in large measure, upon administrative determinations 


by Presidential appointees, in top level defense positions, who are very | 


competent, but whose average tenure of office is less than 2 years. 

Third, the GAO and other witnesses, seemingly regard the use of 
formally advertised procurement as an end in itself, whereas we feel 
the real objective should be maximum competition, which we firmly 
believe S. 500 would facilitate, rather than restrict. The ultimate ob- 
jective, of course, as I previously noted, is top-quality, lowest cost 
goods, in sufficient quantity in the shortest possible time. 

My fourth and final comment has to do with the Federal Supply 
Service’s fears that enactment of S. 500 would disrupt its work im 
behalf of Government-wide uniformity in certain procurement poll: 
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cies and procedures. Uniformity is a fine thing in its proper place, but 
we are not impressed by: this criticism of S. 500 because, as Mr. Bean, 
ihe FSS witness conceded; DOD now buys most of its own needs and 


yill continue to do so-because of its complexity and peculiarities. 


| (nder the circumstances, it is rather unrealistic to insist that DOD 


ys the very same rules, regulations, et cetera, that the FSS is trying 
to get all other agencies of Government to use in buying goods and 
grvices that are common to those agencies. The questions asked of 
\ir. Bean and his associates did not bring out this rather glaring in- 


| consistency. 


———————————— 


Thank you, Mr. Chairman, and members of the subcommittee for 
thisopportunity to testify. 7 

Senator THurmMonpD. Mr. Smith, I believe your testimony is in sup- 

rtof S. 500. 

Mr. Smrru. That is correct, sir, 

Senator THURMOND. You recommend passage of S. 500? 

Mr.Surru. We do. 

Senator THuRMoND. With more authority to the Secretary of De- 
fense ? 

Mr.Smrru. That is correct. 

Senator THuRMOND. Rather than to one of the departmental Sec- 
retaries, Which the bill describes as agency heads? 

Mr. Smirn. We believe that the authority, the main authority, 
should rest in the Secretary of Defense, who should, of course, have 
the power to delegate it. Our point in that connection arises from the 
fact that the wording of the bill would appear to imply that this au- 
thority should go directly to heads of agencies without, perhaps, too 
much regard for the position of the Secretary of Defense. We dis- 
agree with that. 

Senator THurRMoND, Now, testimony has been presented here that 
the manner in which the Defense Department is now operating is 
practically in accord with S.500. Do you have any comments on that? 

Mr: Smiru. Well, I think perhaps to a degree that is true. I think 
certainly the weapons system concept of procurement has been utilized 
by the Department of Defense of necessity. On the other hand, it is 


| hot recognized in any existing procurement law as a sound and de- 


sirable method of procurement. We think it certainly should be given 
that stature. 


Senator Tuurmonp. As I understand, you are opposed, now, to S. 
1383 and S. 1875. 

Mr.Suirn. We are. 

Senator Taurmonp. And your main opposition to S. 1383 is what? 

Mr. Swrrn. Well, I would say that we think it provides nothing 


that $. 500 doesn’t do somewhat better, and does set up, perhaps, addi- 
tional roadblocks. 


Senator Tuurmonp. And S. 1875? 

Mr. Smrru. S. 1875 introduces another element that presumably 
would have to be given consideration in procurement—geographical 
location—which we do not think is sound. 

Senator THurmonp. Senator Cannon, do you have some questions? 


Senator Cannon. I am sorry. I was a little late and I have not 
reviewed this yet. 


434525997 
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Senator SauronsTatv. I have read Mr. Smith’s statement before, 
Senator Tuurmonp. He is endorsing your bill, S. 500. 
Senator SauronsTa... I hope he is wise in doing so. 


Senator Tuurmonp. He recommends some changes, but, as I under. | 


stand it, he endorses S. 500. 


} 


| 


Senator Sartonstratt. Mr. Smith, my assistant has handed me some | 
questions which I believe you have seen, and which he thought might | 


be helpful if we received your answers to. You have seen thes 
questions ¢ 

Mr. Smrru. I have seen them, Senator. I didn’t realize they wer 
questions that I was to answer. I thought, rather, they might be ques. 
tions that had been asked of preceding witnesses, and which might 
be asked of me. I read them over rather hurriedly last night, having 
gotten in late. 


Senator SatronsTaLu. Let me ask you this. Would you care to | 


comment on the GAO criticisms of the bill? We had quite a long 
hearing up here last week with Mr. Welch, of the GAO, and they took, 
subject to correction by the chairman or Mr. Cannon—they took the 
general position that they believed that there should be formal adver. 
tising, and that competitive negotiation would tend to concentrate 
procurement in fewer companies. And they did not believe that that 
was wise, and that formal advertising was the wisest method of 
procurement. 

Have you any comments on that ? 

I think that isa fair statement, isn’t it, Mr. Chairman ? 

Senator Tuurmonp. Yes. 

Mr. Sorru. I would like to make two comments. I have already 
commented in my ad lib statement to some degree on that. But | 
would like to add two additional comments. 


In the first place, I think that most of us recognize the fact that for- | 


mally advertised bids have only a relatively small place in the present 
picture. The weapons that are being purchased, the weapons system, 


or operational systems, whatever you want to call them, are so com- | 


plex that it would be impossible to advertise. 

Secondly, I don’t think that legitimate advertising, if you want 
to call it that, competitive negotiation, would restrict competition. 
I think, rather it might even bring about greater competition, because 
I think it is a sounder approach, and I think more people who could 


do defense work would be willing, under these conditions, to step into | 


it, where today they are somewhat hesitant. 

Senator SatronsTaui. Well, now, let me ask you another general 
question. Will this bill, if it is enacted into law, with some amend- 
ments that I think are quite obvious we have got to put into it— 


would this bill make it more difficult for small business, using that | 


term as it is used in the law, to get subcontracts or even to get prime 
contracts than is now the case ? 


Mr. Smrru. I think not, Senator. I think—certainly it is extreme | 
ly difficult for a small business institution to get a prime contract | 


of any consequence today. It is also true that it is extremely diff- | 


cult for a relatively large business. There are very few companies, 
industrial companies, in the United States, that could take on the 
whole of one of these weapons systems. They must have help. Con- 
sequently, your approach has been through associate contractors, & 
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team of contractors. I think this will open up that possibility to 
small business which doesn’t exist today. In other words, they might 
very well fit in as a member of a team taking a contract, where to- 
day they can only hope to getitasasubcontractor. 
Senator Sa.TonsTaLL. Now, just one final question, Mr. Chair- 


Have we sufficient experience with weapon system procurement to 
justify giving it statutory recognition and sanctioning its use under 
certain conditions ? 

I have stated several times before this committee, when I was a 
witness, that I believe the purpose behind this bill is to - legis- 
lative guidelines, if you will, to what is now being done by execu- 
tive action under 17 different exceptions. 

Now, have we had, in your opinion, sufficient experience since 1950, 
when weapon system procurement started, to set out the guidelines 
through legislative action, that would be of assistance ? 

Mr. Smiru. I certainly believe so. I think sufficient experience 
has been built up so that at least a start could be made in that di- 
rection. Now, maybe within the next 3 or 4 years the whole situa- 
tion will change as drastically as it has in the last 5 or 10, and addi- 
tional guidelines or change may be necessary. 

Senator SatronstaLtLt. Mr. Chairman, I have no further ques- 
tions. 

I read Mr. Smith’s statement 2 nights ago at home, and it is a state- 
ment that will be helpful to us. 

Senator THurMonp. Senator Cannon ? 

Senator Cannon. Mr. Smith, you state here that by specifically 
providing for an additional method of procurement, which expe- 
rience has proven is both efficient and economical, S. 500 should pro- 
vide the Defense Department with a more adequate statutory base 
for the issuance of regulations and increasing competition in defense 
procurement. Now, if they are using this system now, why would 
this necessarily provide the Department with a more adequate stat- 
utory base for the issuance of regulations ? 

Mr. Smiru. Well, our feeling is that there is no statutory base for 
it now, except the 17 exceptions. And to a very considerable degree, 
they may not cover this type of procurement. You almost have to 
stretch them to the breaking point to justify it. 

Senator Cannon. The record shows they have been stretched at 
least to the point that the major bulk of the procurement is through 
that source. Isn’t that correct ? 

Mr. Smiru. To a considerable degree, yes. But we feel that from 
the statutory standpoint it would be wise to recognize that, and 
legitimatize it, rather than to put them in a position where every 
time they have a negotiation to conduct, they have to say, “Well, the 
law says that we should formally advertise everything. We can’t 
do that. Now we have got to find a way of getting around that.” 

I think we have to recognize the fact that it is a perfectly sound 
method of procurement, and take that onus off it. 

Senator Cannon. Well, the point I am trying to make, though, is, 
Is the only difference the fact that we are trying to legalize it or recog- 
nize it in the statute, or is there some actual benefit to be gained? If 
they can do the same thing under the exceptions, what are the benefits? 
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Mr. Sotru. -Well, I think there are definite benefits. I understand. 
Secretary McGuire expressed some question as to how much it would 
speed up procurement. He agreed, 1 believe, that it might speed it up 
some, but it wasn’t an outstanding possibility. I kind of disagree 
with that. I think once the thing is recognized, and this method of 
procurement is used, where it properly should be, it will speed up 
procurement considerably, I also’ feel that it will bring into the pro- 
curement picture people who are now somewhat hesitant. If you 
go in on a weapons system job, on the initial proposal, it costs a great 
deal in time and money to participate, and I think many companies 
are reluctant to, because they are not at all sure that they won’t be 
slapped down because this type of procurement doesn’t have formal 
stature. 

So I think to some degree it will bring people into the picture, and 
certainly smaller, businesses, particularly, that are not now. partici- 
pants to any extent. 

Senator Cannon. I was interested in your reference to statistics on 
page 10, where you refer to small business and indicate that small 

usiness got about a third of the military procurement outlays, Is 
that a.fact, in our overall military procurement ? 

Mr. Smiru. Well, we took those figures from a press release of 
May 28, 1959, from the Defense Department, which indicates that. 
Obviously, they are not our own figures. We have to rely on that 
source. 

Senator Cannon. I understand. That didn’t quite strike meas be- 
ing correct—that small business had shared to that degree, when you 
recognize that big business, or companies that do not qualify as small 
business, are the people that are handling these major projects. 

Mr. Smirn. Well, the Defense Department’s figure for military 
procurement from all business firms is $23,771 million. They go on 
to say $7,108 million of military business was received by small firms, 
in the form of prime contract awards, plus subcontract payments— 
which is roughly a third. 

Would you like to have that, sir? 

Senator Cawnon. I think it is covered here. 

Senator THurmonp. Mr. Smith, I want to thank you for testimony 
here, and I am sure it will be very helpful to our subcommittee. 

Senator THurmonp. Our next witness is Mr. Warren Webster, 
chairman of the National Defense Committee of the National Associa- 

tion of Manufacturers. 

Have a seat, Mr. Webster. We are glad to have you with us. 

Do you wish for your entire statement to be placed in the record! 


STATEMENT OF WARREN WEBSTER, CHAIRMAN, NATIONAL DE- 
FENSE COMMITTEE, NATIONAL ASSOCIATION OF MANUFAC- 
TURERS 


Mr. Wesster. I do. And I will not read it, in deference to your 
request. 

(The complete prepared statement of Mr. Webster is as follows:) 

My name is Warren Webster. I am chairman of NAM’s National Defense 


Committee, and am speaking today for the association. I am also vice president 
of Warren Webster & Co., of Camden, N.J., which is by Government definition 
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a small business dealing in heating and cooling equipment. We have been 
involved in defense contracting for a number of years both as a prime and a 
subcontractor for the Army, Navy, and Air Force. While my statement relates 
primarily to the proposed armed services procurement amendments in 8. 500, 
some comments also pertain to the legislative bills S. 1383 and S. 1875. 

I should like to point out that the association consists of some 20,000 members. 
It may be of interest to note that 83 percent have less than 500 employees, and 
98 percent have less than 50 employees. Therefore, we speak for small, medium, 
and large producers which includes a cross section of all types of defense enter- 


ane NAM supports in a number of respects the basic proposals of S. 500 to cut 
down leadtime in the development of complex military equipment, and improving 
the efficiency. and economy of defense procurement. In this regard, NAM’s 
policy position on expediting national defense procurement may be cited: 

“Research, development, and production by defense contractors must be en- 
couraged and expedited from the conceptual stage to tactical usage of end 

items. Maximum utilization of the incentives of the private enterprise system 
can be achieved by streamlining administrative and legal requirements through 
elimination of unnecessary paperwork and the conservation of time, manpower, 
and money. Under proper circumstances, recognition should be given by laws 
and procurement regulations to expeditious and fair utilization of all forms of 
contractual arrangements (whether variations upon cost reimbursement or fixed 
price contracting) including weapons system procurement, and negotiated and 
competitively negotiated defense contracting. The contributions of all sizes and 
types of companies and suppliers both on the prime and subcontract level, should 
continue to be encouraged in the defense effort.” 

In giving support to S. 500 in its general aspects, industry recognizes that the 
basic 12-year-old defense procurement law—which governs the spending of well 
over $20 billion annually for everything from small arms to intercontinental 
missiles—in some respects as will be enumerated has become unrealistic and 
unnecessarily restrictive. This contributes to unnecessary delays and costs that 
no longer can be afforded or tolerated. At this time when our Nation’s security 
could be threatened by delay in the procurement of a new weapon, we believe 
that procurement law and implementing instructions should take full advantage 
of the vast industrial know-how and resourcefulness which have put the United 
States head and shoulders above the rest of the world in the production of top 
quality, low cost, nondefense products. In this regard, I want to make detailed 
reference shortly to the recognition and utilization of weapons or operational 
systems contracting—and procurement via performance specifications. 

At this point I want to make the general observation that the association 
feels that legislative and administrative policies governing procurement should 
be sufficiently flexible to permit adjustment to the method of supplying and con- 
tracting most appropriate to the types of supplies and services to be procured. 
At the same time, statutes and regulations should permit the degree of competi- 
tion appropriate under the circumstances, recognizing competitive negotiation 
as well as formal advertising as a normal method of procurement. Generally, 
we believe that today’s circumstances call for the elimination of unnecessary, 
multiple layers of review and the removal of obstacles to prompt decisions, 
particularly in the evaluation and selection of new weapons. 

Also, we want to go on record with regard to our belief that the contributions 
of all sizes and types of companies and suppliers, both on the prime and sub- 
contract level, should be encouraged in the defense effort. This relates to the 
selection of suppliers who, regardless of size, have management knowledge, tech- 
nical know-how, adequate facilities, and the stability for the development and 
procurement of modern weapons and weapons systems. However, we cannot 
endorse the proposition that our defense efforts or economy will be enhanced 
by basing our procurement policies on purely geographical, labor surplusage, or 
business-size considerations. 

Our country’s security is too crucial, and the procurement process itself is too 
delicate, to attempt to administer decisions upon the above-mentioned criteria. 
The award of vital military contracts upon geographical considerations would 
lead to unwise pressures and interferences with the judgment of those responsible 
for our defense program. The implications involved in requiring contract awards 
to be made on a basis such as local levels of employment would be equally short- 
sighted. We would be loathe to recommend that a legislative program be im- 
posed in relation to local or area matters in which the arbitrary use of Federal 
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defense funds would serve to perpetuate any local economic dislocation. 
wise, the procurement of defense materiel should not be equated with a legis. 
lative subsidy scheme—the factor of business size should not involve arbitra. 
considerations. We must insure equal opportunity to businesses of all sizes to 
participate to the extent of their capabilities as previously defined. In short, 
those responsible for the award of defense contracts should be given maximum 
latitude to exercise good business judgment and to follow sound principles for 
insuring the procurement of the highest quality materiel at the lowest cost to the 
public. Only under such conditions can we be assured of the best defense for the 
American people. 

Although we are concerned with the overall aims of the various bills currently 
suggesting procurement changes, at this time we want to direct our remarks 
particularly to the following general proposals which we favor in the interest of 
national defense: ‘ 

(a) The recognition, definition, and establishment of weapons or operationa) 
systems procurement. 

(b) The recognition of competitive negotiation on a status comparable with 
formal advertising. 

(c) The establishment and broadened usage of performance specifications, 

(d) Delegation of approvals re usage of CPFF contracts for research and 
development programs. 

(e) The delegation of authority by agency heads to responsible aides to make 
procurement determinations except those involving mobilization matters. 


OPERATIONAL SYSTEMS PROCUREMENT 


We consider it imperative that legislative recognition be accorded in armed 
services procurement to the various forms of weapons or operational systems 
practice which have been used administratively for the past 5 or 6 years. The 
record has been made before the Armed Services Committee that in certain 
complex procurements, systems contracts can result in a better product in legs 
time and at less cost than the Government itself could achieve as the direct 
manager. The time has arrived when the strong shoulder of statute should be 
placed behind the effective weapons or operational systems procurement in order 
t» push aside time-consuming harassment and deterrents to decisionmaking. 
Further, we feel that a statute can establish workable guidelines to enhance the 
systems approach to procurement. 

In line with 8. 500 it would seem that a definition and broadening of the term 
“weapons systems” procurement to “operational systems” procurement is desir- 
able inasmuch as a heavy volume of materiel other than weapons in the narrow 
Sense is being procured by this method. We also believe in encouraging flexibil- 
ity in existing Department of Defense organizational structures and responsibil 


1 


ities with regard to operational systems. It must be pointed out that delegation | 


of management to systems contractors does not lessen the need of strong manage 
ment organization within the military services. We are gratified to note that the 
testimony being presented to you by the military as well as industry indicates 
agreement on a need which can be expeditiously put into worthwhile legislation 
on operational systems. 

Although a question might arise as to the requirement in S. 500 for periodic 
bulletins on the progress of operational systems procurement as being inconsistent 


with our desire to reduce paperwork and decrease leadtime, we believe that such | 


a reporting requirement would afford a valuable basis for evaluating the use 
being made of the concept. 


COMPETITIVE NEGOTIATION 


Our membership also feels strongly that appropriate legislation can lead to 


saving of time and expense by raising competitive negotiation to a legal status | 


comparable to formal advertising. We are in favor of this proposal whereby 
the Department of Defense would still maintain administrative control over 
the use of competitive negotiation, but would no longer be required to carry ow 
the cumbersome and formal determination and findings system. 

Statutory recognition of competitive negotiation would publicly acknowledge 
the fact of the value of this procurement mechanism. Moreover, legislative 
definition of competitive negotiation would encourage adherence to competitive 
standards in contractual procurement now being negotiated by the armed services. 
The recognized availability of the competitive negotiation form of procuremest 
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an by its nature add flexibility in bargaining for contract terms and types— 
as well as reduce costs and broaden the base of suppliers. Certainly Congress 
should consider clarifying the status of competitive negotiation to avoid the 
hazard that its usage might be discouraged directly or indirectly to a disad- 
yantageous degree. 


PERFORMANCE SPECIFICATIONS 


We support using “performance specs” in place of the elaborate and detailed 
design specifications and manufacturing drawings which often accompany pro- 
curement requests and bid invitations. This proposal to simplify often complex 
situations should be permitted wherever usage is practicable. I won’t take your 
time to reiterate the numerous advantages of prescribing performance specs 
from the contractors’ standpoint as well as those of the Defense Department. I 
will just say that legislative action would certainly result in the greater utiliza- 
tion of standardized commercial items, which in itself would be mutually helpful 
to the defense agencies as well as to all types of suppliers. Moreover, perform- 
ance specifications are well known to encourage greater freedom of action and 
technological innovations by contractors, with consequent reduction in engi- 
neering demands on the military. I would like to make a point of the fact 
that performance or combination performance—detail “specs” might even be 
utilized under the rigid requirements of formal advertising. Undoubtedly, 
certain kinds of performance specifications are capable of using in formal ad- 
yertising when the requirements are so explicit as to put all bidders on equal 
notice as to the production or services needed. 


UTILIZATION OF COST TYPE CONTRACTS 


We are in full accord with the proposal in S. 500 to remove the requirement 
for a determination by the head of an agency of the use of cost and cost-plus-a- 
fixed fee contracts for research and development. We feel that there are enough 
checks and balances available on those types of contracts existing without this 
present burden which is serving to slow up our procurement race in the world 
today. Moreover, in view of the complexity and lack of definition on the great 
majority of modern procurements which are generally CPFF, consideration 
should be given to further relaxing the requirement for determinations on the 
use of CPFF type contracting generally. The consideration should be whether 
or not such a removal of the requirement for determinations would speed up, 
for instance, the procurement of complex weapons systems which is largely done 
ona CPFF basis. 

DELEGATIONS 


The proposal to authorize delegation by agency heads to make procurement 
decisions under chapter 137 of title 10, United States Code, except when certain 
mobilization considerations exist in an important step toward eliminating 
unnecessary paperwork. Undoubtedly, this would improve the efficiency and 
effectiveness of responsible people on different levels and chains of authority by 
freeing them of the present time-consuming burden of reviewing the volume of 
paper now being carried up the many steps to an agency head for final review 
and decision. 

CONCLUSION 


We know that you will seriously consider the efforts of S. 500 to clarify the 
usage of various policies and procedures, cut redtape, expedite the delegations 
of authority, and generally speed up research, development, and production from 
the conceptual stage to the tactical usage of end items. Obviously this has to 
be done in a manner in which the Nation’s economy and the interest of the indi- 
vidual taxpayer is protected. 

With regard to the problems that might be faced in relation to the standard- 
ation program of law and regulation that may affect different contracting 
agencies by proposed legislative changes, it should be borne in mind primarily 
that the overwhelming percentage of procurement is accomplished by the Defense 
Department. Certainly the interests of other agencies should be guarded, but 
wiformity should not become an end in itself. 

As pointed out earlier, we believe that contributions of all sizes and types of 
competent companies and suppliers should be encouraged in the defense effort. 
pr matter, particularly as relating to subcontracting, necessitates persistent 

y. 
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Early in our statement it was noted that we were concerned with “lead time” 
Industry recommends the decentralization and delegation of decision makip 
as a means of reducing that “lead time.” Moreover, it is time to provide to both 
the contracting officer and industry further clear-cut policies and Procedures | 
backed up by statute in relegating trench warfare procurement to the 
Needless to say, we are for strict accountability in the monitoring and auditing | 
accomplished under defense procurement. However, we have recommended in | 
this statement the elimination of various superfluous administrative contro); | 
that are not now needed or justified for binding everyone. 

We believe that S. 500 in a number of respects represents a significant improve. | 
ment over existing procurement law. It is an attempt to be broad enough jp | 
scope to accommodate present growing requirements, yet restrictive enough to 
assure the cheeks and balances which are necessary. Enactment of such a pj 
would be a tremendous stride toward resolving many time consuming and costly 
problems for contractors, the Government, and the American taxpayer, an; 
would be an added measure toward promoting national security. 

Senator THurmonp. Do you have anything additional—that js 
material that is not in your statement ? 

Mr. Wesster. I think I might have some comments, subject to your | 
pleasure. 

Senator Taurmonp. All right, sir. 

Mr. Wesster. I would like to merely summarize some of the poi. 
tion that we have. I havea few notes here. 

Senator Tuurmonp. All right, sir. 

Mr. Wessrer. I might comment, as additional experience, our com. 
pany has had Government contracts for anumber of years. We have 
none at the moment. We were established in 1888. It is a small busi- 
ness, by the way. We have been so qualified for many years under 
the Government qualifications. 

I personally served in Washington here with the Secretary of | 
Defense as Director of Procurement Production Policies for sever 
years recently. I think we made each other’s acquaintance at that 
time, 

I have recently been to Russia and discussed with some of the Key | 
businessmen in four cities their method of procurement, their method 
of operation, so I have some background of what they are doing and 
how they do it. 

Senator THurmMonp. Have you covered that in your statement! 

Mr. Wesster. No, sir. 

Senator THurMOND, Well, do you wish to cover that? 

Mr. Wessrer. I merely wish to mention that. 

Senator THurmonp. Anything that you have not covered in your’ 
statement that you wish to bring out, we want you to feel free to do 
that. 

Mr. Wessrer. In view of this request, I might be a little hesitant 
in picking up these points. But if you will permit me to do that, i 
is in accordance with your request. | 

I do not think that we made as such a definite statement of our pos: 
tion in oposition to S, 1383 and S, 1875. We say that our comment) 
apply to them. But I wish to make a direct statement that we ar 
opposed to those two bills. 

Senator THurmonD. Did you say that in your statement? | 

Mr. Wesster. No, sir. = | 

Senator THurmonp. So you are now going on record as opposilg 
S. 1383 and S. 1875. 

Mr. Wesster. That is right. 
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Senator THurMonp. And are you favoring S. 500, or do you feel 
that the present law, the way it is now administered, is sufficient ? 

Mr. Wesster. No; we think that S. 500 will go a long way toward 
meeting the deficiencies in the present law. 

Senator THurRMOND. So you are endorsing S. 500. 

Mr. Wepster. Yes, sir; quite definitely. We are endorsing it. We 
think that there are some changes that will be necessary, which we 
have not covered. Many of those changes have been covered under 
Mr. Smith’s testimony, and we would endorse most of them. 

Ido have a comment which is not made in this paper, and that is 
under this operational system, or weapon-systems proposal, we think 
there should be considerably more latitude given to the procurement 
oficer, to the Department of Defense, of course. We think that the 
authority of the Secretary of Defense should be expanded. 

We think that there are many variations in the operational systems 
type of oe that should be permitted rather than the use of the single 
manager only and the single contractor. That has been brought out 
in other testimony, and we certainly endorse that procedure. 

We think some latitude should be given in the development of this 
new idea, which has only been in effect for the last 8 or 9 years, and 
has proven its merits already basically, but can be further improved 
with modifications. 

I might add this, which is not in the testimony, and that is, in my 
experience with the Department of Defense, and previous experience 
with the Army in World War II, when I was with the Ordnance 
Department, Legal Division, and also responsible for redetermination 
instructions at that time, that a very large part of the total time of 
those who were on our staff was taken in justifying what we did. I 
would say it would run anywhere from one-quarter to one-half of the 
time, depending on the particular period of the year and the questions 
and the problems that were at hand. That seems a very unwarranted 
amount of time to be spent on justification. I think some of it would 
always be required, but much of it would be eliminated if S. 500 
were passed. 

Iam just not quite sure of the emphasis that we gave to the delega- 
tion of authority. I think that is very important. It is one of the 
problems that we always have in defense procurement—in having to 
get concurrences all the way up and down the line on almost every 
action taken. If that could be, to the degree it makes good sense, 
eliminated, it would be a very big help. It would certainly allow for 
amuch smaller staff throughout the whole military department. 

I do want to say that with my experience with small business, I 
was in charge of small-business problems under the Small War Plants 

orporation Act for the Army, and we found that very largely small 
business did not need help, that those who were qualified did obtain 
business, if they had the basic capacity, the know-how, the facilities, 
and the desire to enter into Government business. And I think that 
the desire of qualified concerns to get into Government business would 
further be enhanced by the passage of this act. 

As a small businessman, I can say that we have very little interest 
at the moment in Government business for that reason—for the com- 
plications that are involved, the paperwork that is absolutely necessary 
in order to obtain a Government contract, and to follow the contract 
through to its completion. 
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Senator THurmonp. Well, let me ask you this, on that point. 

Some member of the Defense Department testified that they are 
following the procedures in S. 500 to a great extent now. So how do 
ro figure if S. 500 is passed that it will eliminate the procedures now 

eing followed ? 

Mr. Wesster. I will cover one phase of it. 

On this question of competitive bidding, the use of negotiated—the 
competitive negotiation, as against the formal advertised bidding—] 
don’t think this point has been brought out by anyone that I am aware 
of. I can speak from personal experience, that under the advertiged 
type, the specifications sometimes are not correct, as given out by the 
services, and after the contract is once signed by the small business. 
man, it is terrifically complicated—the paperwork we have now, some 
3 years later we had not settled some of the points that were involved 
in incorrect specifications, where we had to make products for one of 
the services, in accordance with the specifications, and finally had to 
be party to redesigning the product before we got through. 

Now, under a negotiated contract, it would have been a relatively 
simple matter. We were in agreement with the local authorities, the 
people with whom we had local contact. It is a very complicated 
thing to change specifications on an advertised bid type of contract. 

Senator THurmonp. Under the present law, can you not negotiate! 

Mr. Wesster. No—I am quite sure. 

Senator THurmonp. What basis are you speaking on that you can- 
not negotiate ? 

Mr. Wesster. After you sign the contract, you cannot negotiate for 
changes. Maybe that is too strong. You can always negotiate, if 
you can get them to negotiate. But it is almost impossible. The 
paperwork and the conferences and so on are so strung out that the 
small business is likely to be out of business before the negotiation is 
over. 

Under the competitive negotiation, you can begin immediately to 
negotiate those differences out and arrive at a sound conclusion. 

We have had both kinds of contracts, so we know the experience, and 
our experience has proved that way. I have noticed it, and had 
charge of a number of those negotiations as a contracting officer—so I 
have been on both sides of the fence. 

If you have any other questions, I will be glad to answer them. 

Senator SatronstaLtL., Mr. Chairman, at this time I have two brief 
questions, which can be answered almost yes or no. 

Do you believe there has been enough experience in the procurement 
of weapon systems to make it appropriate for legislative recognition 
to be accorded to this form of procurement ? 

Mr. Wesster. Yes, sir. 

Senator SatronsTaLu. Now, the other question that I want to ask 
you is—you state in your conclusion that 





Industry recommends the decentralization and delegation of decisionmaking as 
a means of reducing that leadtime. 
How far down the line and how would you accomplish that? 

Mr. Werster. I think if that could be left to the judgment of the 
Secretary of Defense, and he would be assisted, I am sure, by the 
Secretaries of the military departments, they could determine which 
types of procurement that delegation—how far down it should go. In 
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the case of probably 3 million of the something like 4 million items 

that are procured, the delegation could go down to the contracting 
cer. 

Saar SaLTonsTaLu. So that the legislative guideline on that 

should be very broad and leave that to regulation. 

Mr. Wesster. I think so. I know that the Secretary of Defense 
and the Department would not wish to delegate authority to the con- 
tracting officer on all matters. Many of them may have to come back 
tothe Secretary because of the importance of the matter. 

Senator SatronsraLuL. Thank you. 

Senator THURMOND. Senator Cannon. 

Senator Cannon. Mr. Webster, you suggest that the delegation 
of authority would be helpful, or delegation for authority, or the elim- 
ination of some of the approving authorities, let us say. What safe- 

ards would there remain to get around the situation that we already 

d existing, where a number of these contractors are making excess 
profits and we have to come in under the Renegotiation Act and try 
torecover moneys for the Government. 

In other words, if more authority is delegated to fewer people, 
wouldn’t you find that that type of thing might become greater rather 
than smaller ? 

Mr. Wesrster. I don’t think that that has very much to do with the 
problem—that is, the excess profits. As a matter of fact, there are 
relatively few so-called excess profits. And I am not sure of what are 
excess profits. By industry, and special innovations that a manufac- 
turing plant can accomplish, very definitely they can obtain more 
profit than was originally anticipated. Do we want to discourage that 
ingenuity and development of that type? I hope not. 

if that does happen, we still have many means of reducing that 
problem. Even on your fixed price contracts, there are often adjust- 
ments made, That is not made from topside—that is made through 
the local offices. 

Senator Cannon. Well, would your recommendation be that the 
law be such that if a man gets a contract, that he should get it at that 
figure, irrespective of what his profit may be? 

Mr. Wesster. I think if it is an open competition, yes. 

Senator Cannon. Well, suppose it is under S. 500. It is negoti- 
ated, it is competitive negotiation. Now, is it your feeling then under 
that competitive negotiation system, if a man gets a contract and has 
it, that then he should be held to it, irrespective of what his profit may 
be, or what his loss may be? 

Mr. Werster. Well, of course he is held to it so far as profit is 
concerned. He has a problem of renegotiation, if he does have it. 
And it is normally renegotiated in a sense, and the redeterminations 
that are made of the price, in a great many of the contracts. And 
there isn’t any provision for bailing him out if he loses on the con- 
tract. It is a one-way street. He can make only a limited amount 
on the contracts, but you have unlimited losses, up to the point that 
your soanpany is really in jeopardy, in which case you have a right 

appeal. 

Senator Cannon. Of course, it is a fact that in many of these con- 
tracts, is it not, that the contract is let without having sufficient expe- 
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rience on the part of either the Government or on the part of the con. 
tractor to know what the cost is going to be? 

Mr. Wesster. That is right. 

Senator Cannon. Is it your feeling, then, that in a situation like 
that, where a contractor gets a contract at a certain price, that the 
Government should be foreclosed from coming in, if it is found that 
he is making extraordinary profits, I will say, rather than excegg 
profits ? 

Mr. Wesster. No. I think normally on a contract of that type, 
there would be a redetermination clause. Where there is not expe- 
rience in the contractor, in such cases we usually use a form of con- 
tract that provides for a redetermination of price. And that would 
be further authorized in this bill, as a normal method, rather than 
advertised bid. 

Senator Cannon. I ask you those questions, because there has been 
some testimony before this committee indicating that perhaps the 
Renegotiation Act should be done away with, and this redetermina- 
tion clause was not too good. And I wanted to get your views on it. 

Mr. Wenster. I certainly do not have the figures at hand, but I 
would make a rough guess that the saving in the paperwork and 
the administrative time of people‘would offset the amount that 
would be received in renegotiation to a large extent. 

Senator Cannon. Thank you, Mr. Chairman. 

_ Senator Tuurmonp. Mr. Webster, I wish to thank you for appear 
ing here and giving us the benefit of your experience. I am sure 
your testimony will be helpful to our subcommittee. 

Mr. Wesster. Thank you, sir. 

Senator TuHurmonp. Our next witness is Mr. Paul H. Robbins, 
executive director of the National Society of Professional Engineers. 

Do you wish to read your statement or place it in the record and 
then make any additional comments? 


STATEMENT OF PAUL H. ROBBINS, EXECUTIVE DIRECTOR, 
NATIONAL SOCIETY OF PROFESSIONAL ENGINEERS 


Mr. Rossrns. I would be glad to place my statement in the record, 
sir, and make one or two observations. 

Senator THurMoNnp. Without objection, your statement will be 
printed in the record. You may proceed to make any additional 
comments. 

Mr. Rogstns. Thank you. Just by way of orientation as to what 
we are talking about here, we are concerned with only one facet of 
the implications, really, of S. 500 and S. 1875. These pertain to the 
negotiations for consulting engineering services, which are 1 of the 
17 exceptions in the basic procurement act of the armed services. 

As, of course, the Senators are aware, it is contrary to basic pro- 
fessional policies, professional ethics, and current practices of the 
Defense Department, for competitive bidding for professional serv- 
ices. I don’t think we need to outline the reason behind this. It1s 
well understood, certainly, by professional people, and generally by 
the Congress, we believe. 

Obviously, price is not a factor in determining the capabilities of 
professional people. 
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We are concerned, in S. 500, and S. 1875, of a philosophy being 
established here of encouraging the introduction of price as a factor 
of determining professional capabilities. This we feel would be 
unfortunate. 

Very fine procedures have been established by all elements of the 
Defense renee. In fact, most elements of the Federal Govern- 
ment, now, have a procedure of selecting consulting engineers on the 
basis of their qualifications. Usually these involve the review of a 
great number of firms, offering professional services, a selection of 
four, five, perhaps six, who are deemed to have exceptional qualifica- 
tions, or the best qualifications for the particular project involved, 
and then calling in for review of their ability to do the particular job, 
of the capabilities of their staff, of the workload which they have to 
meet the time requirements of the particular contract, and determining 
which of those then is deemed to be best qualified to accomplish the 
work involved. 

We feel this procedure is very satisfactory. And we would be dis- 
turbed if implications were inciuded in this legislation which we feel 
are existing sem that price should be brought into the considerations 
of professional services involved. 

his is our general position. 

Senator SatronstaLu. Mr. Chairman, would the witness yield for 
a question ? 

Senator THurmonp. I think he is through. I will call on you to 
go ahead and ask questions. 

Senator Satronstatu. Mr. Robbins, certainly as the author of 
§. 500, the Senator who filed it, I had not the slightest intention, and 
until you said it this morning, I did not conceive that this bill would 
cover the question of competing for personal services. 

Mr. Rossins. We felt this was the case. But because this bill ap- 
plied to the entire procurement procedure, there is the implication 
that possibly someone in administering the laws would interpret that 
all the 17 exceptions have the same kind of encouragement to use this. 
This was our concern. 

Senator SatronstaLL. Thank you, Mr. Chairman. I just wanted 
tomake that clear. 

Senator THurmonp. Senator Cannon. 

Senator Cannon. I just want to understand what you are talking 
about here. You say the firm should be selected and then the nego- 
tiation of the fee after the selection of the firm. 

Mr. Rossrns. Yes. 

Senator Cannon. Isn’t it likely to occur that one particular firm 
might anticipate that a certain job would require less man-hours, or 
were the fee be based solely on a percentage of the size of the con- 
ract ! 

Mr. Rosgrns. It is difficult to make a categorical answer because 
there are many variations of procedures for employing consultant 
services, aS you can appreciate. 

There has been, of course, a tremendous amount of experience in this 
field, by all the Defense agencies, and by other agencies of the govern- 
ment. And they are well aware of the amount of work that is in- 
volved and the kinds of fees that are within their applicable variations. 
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The principal variation in fees largely comes on the a of 
the engineers involved. If you are interested in getting, for example, 
a top tunnel engineer, of which there may be only one in the country, 

ou obviously cannot take a price basis on finding several who might 
Live had some experience in the tunnel field. And the fees weal 
be differ ent, certainly than for other types of work. 

This is the kind of thing we say is important. We feel that for 
the best engineering services for the Gov ernment, that the procuring 
agencies have this latitude, and the price does not come in—that they 
choose the best engineer to do the job for the kinds of requirement 
they have. 

Senator Cannon. Well, I am assuming a situation where you have 
a number of engineers that are equally competent to do the particular 
job that they are concerned with. 

Now, isn’t it a fact that some engineering firms might take less 
time to do the particular job? 

Mr. Rorsrns. Yes—and this comes into the negotiation procedure 
between the procuring agency and the engineer and his firm. It js 
quite normal for these negotiations to get down to rather specifies of 
this kind—how much time is it going to take, who is going to work 
on it, what the capability of the individuals is who will work on it, 
what are your procedures. They go into it rather extensively. 

Senator Cannon. But you seem to eliminate the phase of competi- 
tive negotiation down at that point, though. That is the thing I am 
trying to bring out here. You say when you have a number of 
engineers or firms equally well qualified to do the job, that the Goy- 
ernment should decide on one of the firms and then negotiate with 
that firm. That does not seem to me to be quite the proper system. 


I am not certain that it is not, but why not negotiate with two firms | 


who are equally well qualified, ‘because one firm may be able to do the 
job in a less amount of time, more efficiently. 
Mr. Rosstns. The principal problem, of course, occurs with this 


assumption that there are equal abilities in a number of firms. This | 


is not normally true, not in terms of the capabilities of the engineers, 
But many of these factors you are pointing out—their ability t to doa 
job within a particular specified time, their ability to perform all of 
the complex arrangements involved—these are the things which are 
the subject of negotiation, rather than to come in and say “We will 
do it for X amount of dollars” or “We will do it for Y amount of 
dollars.” But dollars are not necessarily the criterion of getting the 
job done well. 

Senator Cannon. I understand that. But you would not preclude 
negotiation with more than one firm. 


Mr. Rossrns. Yes, we would think primarily because you will not | 


get firms, if they knowingly have this situation, to compete against 
each other, and you will thus automatically eliminate the better f firms. 
But primarily because it is almost impossible to put it on a price basis 
Engineers will admit this at the start of things. 
Senator Cannon. I have no further questions, Mr. Chairman. 
Senator Trurmonp. Mr. Robbins, I wish to thank you for coming 


here and testifying. Your testimony will be helpful to the subcon- 
mittee. 
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Mr. Rozsrns. Thank you very much, Senator. 
(The complete statement of Mr. Robbins is as follows :) 


My name is Paul Robbins. I am the executive director of the National So- 
ciety of Professional Engineers with headquarters in Washington, D.C. The 
society is a nonprofit membership organization composed of professional engineers 
engaged in virtually all branches of the engineering profession and all fields of 
professional endeavor. Each of the society's 50,000 members is registered under 
applicable State engineering registration laws which certify that registrants 
thereunder have met the prescribed qualifications for engaging in the prac- 
tice of professional engineering. The society’s membership is affiliated through 
50 State and territorial societies and approximately 400 local community chapters. 

Since the inception of the national society over a quarter of a century ago, we 
have continuously maintained an active interest in items of national legislation 
affecting the practice of engineering. It is because of this interest that we 
have requested permission to present our views to the subcommittee on the 
yarious proposals presently under consideration which deal with the Armed 
Services Procurement Act. 

It is a basic policy of the Armed Services Procurement Act that contracts be 
let on the basis of formal advertising. This policy is not inflexible, however, 
as evidenced by the 17 exceptions to the formal advertising requirement which 
appear in section 2304(a) of title 10, United States Code. One of these excep- 
tions, namely that appearing at section 2304(a) (4), relates to contracts for pro- 
fessioual services. Our interest centers primarily around this section of the 
code. 

The subject bills currently before the subcommittee would expand existing 
congressional policy to provide that where negotiation of contracts is presently 
authorized, such negotiation incorporate procedures of competitive negotiation 
to the greatest extent practicable. There is no doubt but that this revised policy 
has as its sole and exclusive purpose the development of armed services procure- 
ment procedures which will further the best interests of our national security. 

However, there are several reservations in our minds with respect to the 
effect of these proposals on contracts for professional services. It is widely 
recognized that the procurement of professional services should not be based on 
competitive bidding, but as we read the language of 8. 500 and S. 1875, in 
particular, it would appear that some element of competition based on price may 
be permitted to be taken into consideration during contracting procedures for 
professional services. Although it can correctly be asserted that S. 500 and 
§. 1875 do not require the procurement of professional services by competitive 
bidding, we nevertheless believe that these bills as presently worded tend to 
make such practices permissive. And even permissive authority, which could 
lead to competitive price factors in the awarding of a contract for professional 
services, is completely at variance with generally recognized practices, profes- 
sional policies, and engineering ethics. 

To be spectific for a moment. Section 2 of S. 1875 provides that it shall be 
the policy of Congress that “where the national interest requires that formal 
advertising and competitive bidding be replaced by negotiation, such negotiation 
incorporate procedures of competitive negotiation to the greatest extent prac- 
ticable * * *.”’ Then section 4 of the bill goes on to set out specific procedures 
for the “competitive negotiation” of contracts “whenever competitive negotiation 
is required under section 2304 of this title.’ Under the present language of S. 
1875, it is not altogether clear just when competitive negotiation would be 
required. Is it the intent of the framers of this bill to provide that all contracts 
for which negotiation is permitted be awarded under procedures which would 
utilize the concept of competitive negotiation? Or would there still remain 
situations in which pure negotiation would be continued ? 

It is our opinion that the above matters should be clarified because according 
to the proposed language, contracts for professional services conceivably could 
be awarded under arrangements which amount to competitive negotiation in that 
the submission of a price in the proposal for the professional service might be 
required. If this is not the intent of the bill’s sponsors, and we believe it is 
hot, then in our considered judgment the bill should be amended to make this 
intent clear. Otherwise Federal law would sanction a practice which is con- 
trary to existing procedure and contrary to professional ethics which prohibit 
professional consulting engineers, and other professional practitioners, from 
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bidding competitively for contracts involving the rendition by them of a pro- 
fessional service. 

The points raised concerning ambiguous language in 8S. 1875 are, in our 
opinion, equally applicable to 8.500. 

In order for the negotiation of professional consulting engineering Services 
to conform to established practices and to professional ethics, the Contracting 
procedure should foliow two distinct steps: 

1. The selection of the consultant or firm deemed best qualified for the pro- 
fessional service required ; 

2. The negotiation of a suitable fee with that consultant or firm. 

If the parties cannot reach an understanding as to fee, of course, the agency 
resumes the same procedure with another consultant or firm. We belieye it 
clear from this procedure, that the question of price or fee is not taken into 
consideration until a selection is made of the firm which is most qualified to 
perform the particular service involved, and which the contracting party desires 
to perform the service for him. 

This procedure is being followed to the best of our knowledge by all of the 
Federal agencies, including those in the Department of Defense, with most 
satisfactory results for the Government and the professional practitioners 
Identical procedures are followed by private concerns and corporations, 

For the further information of the subcommittee, we have attached as ap 
pendixes to this statement, copies of the society’s detailed policies pertaining to 
recommended procedures for the negotiation of engineering contracts. 

While cost must be of prime concern to the Government, it has been widely 
recognized, as we have mentioned earlier, that in the field of professional sery- 
ices both the cost and quality interests of the Government are best served by a 
procedure which emphasizes qualification as the first requisite. The present 
wording in S. 500 and S. 1875, which theoretically could require the submission 
of a price for the professional service involved and which permits an offeror 
who submitted a price lower than the party who actually received the contract 
to request an explanation of the basis for the award, does not, in our opinion, 
continue to emphasize qualification as the primary consideration in the award- 
ing of a contract for professional services. 

We earnestly solicit the subcommittee to make it unmistakably clear that the 
principles of competitive negotiation are not intended to apply in any respect to 
procurement of professional services, which are presently permitted to be negoti- 
ated according to section 2304(a) (4) of title 10, United States Code. 

We appreciate this opportunity of presenting our views on this most impor- 
tant matter, and welcome a further opportunity of providing such additional 
information as the subcommittee may desire. 


APPENDIX 
COMPETITIVE BIDDING FOR PROFESSIONAL SERVICES 
(NSPE Policy No. 10) 


The practice of engineering is a learned profession, requiring of its members 
sound technical training, broad experience, personal ability, honesty, and integ- 
rity. The selection of engineering services by an evaluation of these qualities 
should be the basis of comparison rather than competitive bids. 

Competition between engineers for employment on the basis of professional 
fees or charges is considered unethical practice by all professional engineering 
groups. Hence, the announced intent of an owner or governmental body to re 
quest such competitive bids removes from consideration many engineers who 
may be the best qualified to be entrusted with the proposed work. 

Since the securing of competitive bids for professional engineering services 
is not in the best public interest and as such procedure frequently results in 
the awarding of the work to other than the best qualified engineers, the Na- 
tional Society of Professional Engineers does now and herein express itself as 
opposed to competitive bidding for professional engineering services and of 
favoring the practice of negotiating of contract in all cases where it may be 
necessary or desirable to consider the services of more than one engineering 
consultant or organization. 
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APPENDIX 2 
CONTRACTS FOR ENGINEERING SERVICES 
Procedure for Negotiating—General 
(NSPE Policy No. 11) 


It is the policy of the society that— 

1, Any governmental unit, individual, or corporation desiring to procure the 
services Of an engineering consultant or organization which is unacquainted 
with the practitioners in the branch of engineering covering the contemplated 
work should secure from the best available sources the names of several 
practitioners ; and 

2. That the governmental unit, individual, or corporation discuss the proposed 
project with the several engineers and explore their background, experience, 
and success in handling work of a nature comparable to that proposed, and 
also as to the nature of their charges and the manner and basis on which they 
would expect to be compensated ; and 

3. That, if so desired, the proposed charges be compared with recommended 
minimum fee schedules prepared by the various engineering societies, giving 
due consideration to the complexity of the project ; and finally ; 

4. That after taking into consideration all of the foregoing factors, and upon 
the completion of satisfactory negotiations, the individual engineer or organ- 
ization be retained with whom the employing governmental unit, individual, 
or corporation is satisfied to entrust the handling of the contemplated work. 

Note.—The term “engineering” as used above shall be assumed to include 
land surveying and the term “engineer” shall be assumed to include land 
surveyors. ) 

Specific procedure.—In order to secure the engineering firm most qualified to 
give service on an engineering project, at a fair and reasonable fee, the follow- 
ing procedure is adopted: 

(a) One or more engineering firms should be selected for interview. This 
interview is for the purpose of selection only, and the discussion should center 
around the qualifications of the firm for the work to be performed. 

(b) After each firm has been interviewed separately, a selection should be 
made and the firm selected should again be called in for negotiation of fee and 
agreement on essential details in connection with the project. 


Senator TuHurmonp. Mr. E. O. Kollmorgen, Kollmorgen Optical 
Co., Northampton, Mass. 

We are glad to have you here, Mr. Kollmorgen. 

Do you desire that your statement be printed in full in the record ? 


STATEMENT OF ERNST 0. KOLLMORGEN, PRESIDENT, KOLLMORGEN 
OPTICAL CORP., NORTHAMPTON, MASS. 


Mr. Korimorcen. Yes, sir. 

Senator Tuurmonp. All right, sir. Now, do you wish to say any- 
thing in addition ? 

Mr. Kotitmorcen. I have a few brief points which I would like to 
add. 

Senator THurmMonp. You may proceed. 

Mr. Kotimorcen. I want to emphasize that my statement is not in 
opposition to S. 500 in its entirety. As a matter of fact, many of the 
Peon in it I am in favor of, particularly that which grants more 
atitude to contracting officers in the placing of negotiated contracts. 

My other points are these. I would like to address myself to a state- 
ment made by Mr. Smith, appearing on page 4, subparagraph (c) 
in which he says “Stimulate small business participation in Defense 
procurement, primarily as subcontractors.” 
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Now, this, I think, is based on a misconception which is rather widely 
held, that the small contractor is capable of producing essentially nuts 
and bolts, and that only the large contractor can produce complex and 
sophisticated weapons. This is not the truth. There are many small 
contractors who, through years of specialization, have demonstrated 
the ability to produce complex and sophisticated and effective wea 
ons. And they are able to do so through intimate contact with the 
Armed Forces themselves. 

It would be a step backward to deny contractors in this category 
the contact they need with the Armed Forces in order that they may 
continue their research and development of improved weapons. 

I would like to address myself to subparagraph (d) on page 4 of 
Mr. Smith’s statement, in which he says that certain provisions of 
S. 500 would permit greater economy and efficiency in the organization 
and management of defense procurement. 

In the case of our own firm, we have sold substantially identica] 
equipment direct to the Armed Forces and to prime contractors under 
what is essentially an operational system procurement. In view of the 
paperwork involved under the operational system, we find it necessary 
to charge more for such equipment. And I might add that the system 
manager, or prime contractor, in turn has to charge the Government 
some sort of burden on the equipment which he obtains from us and 
resells to the Government. 

My last point is in reference to Mr. Webster’s statement in which 
he says that in his experience, on both sides of the fence, he believes 
that small business needs no help. I agree with him. Small business 
is quite capable of paddling its own canoe. But it should not be 
handcuffed and deprived of the opportunity to sell directly to the 
Government and to consult with the Armed Forces in the develop- 
ment of weapons. 

Senator THurmMonp. Are you through now ? 

Mr. KotimMorcGen. Yes, sir. 

Senator THurmonp. Senator Saltonstall. 

Senator SatronstaLtu. Mr. Kollmorgen, may I first say I am aw- 
fully happy to see you here I know you more as a public-spirited 
citizen, particularly interested in the blind And I recall my surprise 
when you stated that all submarine periscopes were made in North- 
ampton by your company. 

Now, you have been essentially a company that has made a prod- 
uct that is a unique one, and one which you built up as the sole on- 
tractor to the Government, to all intents and purposes, did you not? 

Mr Kouumorcen Yes, sir. 

Senator Sauronstatu. So that you have come in contact with the 
paperwork required in negotiation. 

Mr. Kotumorcen. Yes, sir. 

Senator SatronsTaLu. Now, you used the illustration here on page 
4 of your statement about producing a periscope that would work at 
night, and you did it on a crash basis, with no time for building or 
testing prototypes of the periscope, but the Navy knew what it was 
doing “and so I think did we.” we! 

Now, that was done through negotiation with what officials in the 
Navy? 

Mr. Kortimorcen. This was done through negotiation with the 
Contract Section of the Bureau of Ships. 
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Senator SauronsTaLL. Well, now, this bill, if it becomes law, in 
substance, will not in any way change, will it, that method of doing 
pusiness? All it would do would be to put through legislative guide- 
lines so that the Congress could say a little more clearly how the 
Navy should do it. Do you understand that? Are we in accord on 
that # 

Mr. Kotimorcen. I have the impression, Senator, that the pro- 
posed legislation would encourage, and in some cases dictate, the 
placing of systems contracts, even when the Armed Forces would 
prefer to contract individually for weapons or weapon components. 

Senator SALTonsTALL. Well, when you use the word “dictate,” every 
law dictates. That is the purpose of the law, to tell how a thing 
should be done. At the present time, it is done under 17 exceptions, 
so that this naval officer in the Bureau of Ships, when he made the 
contract with you, he had first to determine that this was an excep- 
tion, because it was a crash program for a night periscope, and then 
goahead, and he made his contract with you. 

Now, I do not see that this law would handicap that naval officer 
in getting a night periscope. 

Mr. Kotimorcen. Senator, that was wartime, when almost every- 
thing was an emergency. Now we are at peace. If a determination 
had to be made by the contracting officer that a specific weapon or 
component had to be obtained on a crash basis, and hence negotiated 
directly with the producer of it, this would be a very difficult deter- 
mination for him to make, because a national emergency does not cur- 
rently exist. And yet you and I know that in many cases the Armed 
Forces have to produce a certain piece of equipment in a great hurry, 
even though a war isnoton. Even under those circumstances it would 
be very difficult for a contracting officer to say “This is an emergency 
and hence I am entitled to employ one of the 17 exceptions.” 

Senator Sattonsrauu. In this instance, of submarine periscopes, 
there would be no competitive negotiation, because you are the only 
person that does it. 

Mr. Kotumorcen. That was then. Now we have a competitor. 

Senator THurMonp. We will take a 5-minute break at this time. 

(Whereupon a short recess was taken.) 

Senator SattonsTaLu. Mr. Kollmorgen, I would like to ask one more 
question which, perhaps, would make clear in my mind what your 
problem is. 

Is your fear that, if this bill is enacted, or any bill substantially like 
it, it would prevent your company, which builds periscopes, from 
dealing directly with the Navy, rather than through, we will say, a 
prime contractor that is building the whole submarine and as a part 
of the submarine has to furnish a periscope ? 

Mr. Kotumorcen. Well, of course, that is part of my motivation, 
Senator. But I think it goes a bit deeper than that. 

If legislative approval is given to operational systems procurement 
throughout our entire Armed Forces, the inevitable consequence, in 
my mind, will be that the Armed Forces, the technical and admin- 
istrative activities, will gradually deteriorate. They will lose control 
of the situation. They will lose the technical and administrative mas- 
tery of the weapons systems, because they have employed prime con- 
tractors to do it for them. And believe me, the man who stays in 
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contact with the job, or the group who stays in contact with the job 
and who meets the day-to-day engineering and logistic and administra. 
tive problems—they are the ones who are in the driver’s seat. And] 
have a strong conviction that our Armed Forces should in all cages 
be in the driver’s seat—logistically, technically, and administratively. 

Senator Sauronstaty. I agree with you on that. But the general 
from the Air Force who testified here with Mr. Perkins McGuire, in 
answer to those questions—I think I am correct in saying—felt that 
there would be no difficulty in their keeping control and having a 
knowledge of these various technical systems that they would have 
to engage in. 

Mr. Koiumorcen. Well, I would say that would be tantamount to 
keeping a dog and doing your own barking. If you have a dog, you 
are not going to do the barking yourself. 

Senator Satronstatu. Thank you, sir. 


If you have anything further at any time to add to this record, | 
hope you will do it. 
(The complete statement of Mr. Kollmorgen is as follows:) 


OPERATIONAL SYSTEMS PROCUREMENT 


The writer desires to call to the attention of the subcommittee certain dangers 
inherent in those portions of S. 500 which give legislative approval to the policy 
of procuring an operational system from a single prime contractor. 

To identify myself, I am president of Kollmorgen Optical Corp., a company em- 
ploying about 275 persons, which since 1916 has supplied submarine periscopes 
to the Department of the Navy. For many years the company has been the sole 
supplier of such periscopes, and practically all of our submarines in service at 
present are equipped with Kollmorgen scopes. Recently, however, at the request 
of the Government, our company has established a second source for this ma- 
terial, and the second source is now in competition with us. I have been as- 
sociated with our company since 1930, and am familiar with the Government's 
procedures in the procurement of weapons. I am also aware of the manifold 
difficulties and delays and of the excessive costs which now beset our Nation’s 
effort to rearm itself. 

The arguments in favor of procuring a complete operational system from a 
single contractor run somewhat as follows: 

1. That much of the delay, paperwork, and legalistic obstacles in direct 
Government purchasing can be avoided. The truth is that under system 
procurement the full burden of contract negotiation and administration is 
imposed on the system manager, but without a corresponding decrease in 
the responsibilities of the procuring agency; delays are increased, rather 
than reduced; and paperwork is multiplied enormously, and cost is sub- 
stantially increased. 

2. That procurement from a single source relieves the Government of 
responsibility for a system coordination and technical supervision. The 
fact is that the Department of Defense, unless it is content to abdicate 
its technical and administrative responsibilities, must maintain an organi- 
zation paralleling to a large degree that of each system manager in order 
to maintain the technical control which is obviously essential. 

3. That the Government can benefit from the administrative efficiency 
of the large firms acting as system managers. There is little evidence that 
a large company is inherently more efficient than a Government itself, or 
less subject to procurement regulations; in fact the reverse often is true. 

By way of illustration, let us take an instance in which a Government pro- 
curing activity elects to award a prime contract for a complete operational 
system and see how it works. There is no lack of bidders; by their very 
nature, systems contracts are eagerly sought after, and their dollar value is 
such as to expose the procuring agency to pressures of all kinds from interests 
competing for these plums. But the Government agency is conscientious, and 
finally awards a management contract to contractor A on the basis of price, 
financial resources, and other.capabilities. 
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It happens that an essential element of the operational system is component 
B, which has been successfully developed by a small contractor C, and hitherto 
gold direct to the Government. One might reasonably expect that contractor A 
would forthwith procure component B from contractor C at a price no higher 
than that hitherto paid by the Government on a direct purchase. 

But this is not the way it works. Contractor B first prepares, at Govern- 
ment expense, an elaborate set of documents, somewhat as follows: 

A. A four-page request for cost proposal requiring each bidder to supply 
with his bid a large volume of cost data and other supporting information, 
demanding for its completion hundreds of man-hours of work on the part of 
skilled personnel. 

B. A two-page request for a technical proposal to demonstrate the com- 
petence of the bidder to develop, design, and manufacture component B. 
Contractor C is already making these components. 

C. A seven-page statement of work to be performed in connection with 
the proposed purchase. In addition to component B itself and such neces- 
sary material as spares and instruction manuals, the work statement calls 
for the supply of reports, manpower loading charts, and other intangible 
services estimated to add some $50,000 to the cost of the purchase. 

D. A one-page schedule of equipment deliveries. 

E. A seven-page schedule of deliverable data calling for 29 items of re- 
ports, drawings, mathematical analyses, and the like, to be furnished at 
intervals as short as biweekly. One item called for is a monthly letter re- 
port of technical progress, to be transmitted in 25 copies plus a reproducible 
copy in case 25 are not enough. 

F. A four-page special reliability test program indicating how the equip- 
ment should be tested. 

G. A 29-page equipment specification, classified. A Government purchase 
specification for component B is already in existence, and has proved ade- 
quate. 

These purchase documents are taken from an actual case, and with the ex- 
ception of the equipment specification, are reproduced herewith as an exhibit. 
(Names and identifying data have been deleted, since these documents are used 
only for purpose of illustration.) 

System manager A is required to obtain, if possible, three competing bids, 
and he accordingly transmits the foregoing documents to a list of bidders. Thus 
the prime contractor generates a mass of paperwork; asks each of the prospec- 
tive bidders to supply several times as much paperwork; and requires of the 
successful contractor a mountain of data, much of it useless, most of it furnished 
ina number of copies, amounting in all probably to millions of words and figures. 
The cost of preparation of all this paper is paid for by the Government; and if 
one assumes that this verbiage is actually read by qualified personnel, then the 
cost of preparing, transmitting, digesting, and filing it is literally staggering. 

Here in a 1-minute segment of our defense effort we see the beginnings of an- 
other paperwork empire. Nothing is accomplished which could not be done 
more quickly and inexpensively by direct contact between a supplier and existing 
technical and administrative activities in the Government. The interposition 
ofa third party, the system manager, inevitably creates a justification for other- 
wise needless paperwork, and ties up a substantial amount of administrative and 
technical brains, already in short supply, in this largely useless endeavor. 

But this is not all. It is already clear that contractor C must pay for his 
share of paperwork by charging more for his component B than he would charge 
the Government on a direct sale. Does the system manager resell the component 
to the Government at the same price he pays for it? Obviously not; he must add 
a material handling charge, which may run as high as 6 percent; an administra- 
tive burden, which might run to 10 percent or 15 percent; and finally an element 
of profit. Thus 20 percent or 25 percent, at a conservative guess, is added to 
the cost of the component over that which the Government would have to pay 
if it bought direct ; and even excluding the cost of the paperwork this constitutes 
in the aggregate an enormous addition to the bill for our national defense. 

Let us consider some of the other implications in systems contracting. Take 
the case of the contractor who has made a career of producing a better military 
component, and has employed his own funds in research toward this end. He 
no longer can sell his product to the Armed Forces. He no longer has the in- 
centive to produce a better product, since his role becomes one of merely endeav- 
oring to compete in the sale of equipment to meet a design concept dictated by 
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others. He has little assurance that such proprietary rights as he might Possess 
will be respected ; and worst of all he is in effect insulated from the Armed Fo 
and his opportunities to observe his product in actual use and obtain suggestions 
for its improvement are greatly reduced. 

Despite the efforts of the Small Business Administration and others, the 
natural consequence of operational systems procurement is to make large bygi. 
nesses larger, and small businesses smaller, if only for the reason that it ig to 
the interest of prime contractors to manufacture as much material as possible jp 
their own plants or those of affiliates. Small business should not be deprived 
in any degree of its traditional freedom to sell to its best customer, the Goverp. 
ment. However, the issue here is not whether either small business or big busi- 
ness should be favored to the detriment of the other; the point is that the smalj 
businesses of our Nation in the aggregate constitute a mighty scientific and jp. 
dustrial task force, and this force should not be denied the opportunities it needs 
to keep itself financially and technically strong. 

It takes more than planning to evolve a good weapons system. During the 
course of its development, many unforeseen difficulties arise, world conditions 
change, and new military tactics develop. As an illustration, during World War 
II it was suddenly found that submarines could operate submerged at night, 
and our company was required to produce a large number of night periscopes 
on a crash basis, with no time for the building or testing of prototypes. But the 
Navy knew what it was doing, and so, I think, did we; and these weapons were 
devastatingly effective from the start. I shudder to think what would have 
happened had this development been handled through the massive and slow. 
moving machinery of systems procurement; I suspect that the night periscope 
would still be available only on paper, and that we would still be wearily making 
out progress letters, slippage reports, and the like. Speed, flexibility, and close 
contact between the armed services and each contractor are essential when an 
emergency arises. 

There is one further hazard implicit in operational systems procurement, and 
to my mind it is the most subtle and the most dangerous. Once a system contract 
has been let, the system manager begins to acquire more and ore of the 
technical background of the system, and the cognizant Government agency, 
despite the flood of reports it receives, gradually loses touch with the manifold 
intricacies of the system ; for technical mastery of a project can be kept only by 
detailed, day-to-day contact with the engineering problems it poses. Eventually, 
the system manager is in the driver’s seat, and hard to dislodge; and the 
Government agency has abdicated its decision-making powers on technical 
questions. 

Traditionally, the technical and administrative forces in our Defense Depart- 
ment have been responsible for the quality and quantity of our weapons; and by 
and large they have done a superb job. It is easy to take potshots at entrenched 
bureaucracy or military brass, but the fact is that the vast majority of these 
men are able, honest, and efficient, and exhibit a real dedication to their duty. 
The military organizations of which they form part are stable in character, 
and possess a mature and seasoned judgment in their dealings with contractors. 

Then why cannot these Government activities continue to coordinate fully 
the weapons systems they purchase? In many cases they can and do, and in 
the instances where difficulties have arisen, I think they can largely be traced 
to the following: 

1. A lack of funds to provide sufficient trained Government personnel to 
cope with the vastly complex weapons of today. 

2. Pay scales for Government employees which are generally inferior to 
those offered by private industry for men of similar qualifications. 

3. Inadequate funds for travel by Government technical and contracting 
personnel. 

4. Legislative and administrative regulations which serve only to substi- 
tute the form of paperwork for the substance of shrewdness and initiative 
in Government purchasing. 

The remedies for all of these lie in the hands of the Congress; and I believe 
that such remedies would go far toward giving the Government its money's 
worth in the weapons it buys. 

To summarize, the major factors involved in the consideration of systems 
procurement versus direct Government contracting are as follows: 

1. Cost, which will inevitably be higher in the case of systems pro- 
curement. 


ti 
t 


P 


il 

Pp 

ti 

All 
contil 
suppl 
In | 
of ou 
trativ 
admil 
paper 
impr¢ 
muni 
sprin 


Sesg 
Ces, 
ions 


the 
yusi- 
S to 
le in 
ived 
ern- 
USi- 
mall 
1 in- 
eeds 


the 
ions 
War 
ight, 
Opes 
t the 
were 
have 
slow- 
cope 
king 
close 
n an 


, and 
tract 
the 
ency, 
‘ifold 
ly by 
lally, 
l the 
nical 


part- 
ud by 
iched 
these 
duty. 
acter, 
ctors. 
fully 
nd in 
raced 


nel to 
ior to 
acting 


ubsti- 
iative 


elieve 
oney’s 


‘stems 


3 pro- 


MILITARY PROCUREMENT 433 


2. Loss of direct technical liaison between informed Government and mili- 
tary representatives and engineering personnel of the actual contractor, in 
the case of systems procurement, with the resulting degradation of the final 
product’s military effectiveness. 

8. Inability, in the case of weapons system procurement, to go directly 
into production, using known skills, without costly and time consuming 
prototype evaluation. This factor alone could well contribute materially 
to the outcome of a campaign or even of a war. 

All of these factors, cost, technical excellence, and speed, point strongly toward 
continuation of direct contracting between the Government and its proven 
suppliers, without the interposition of a system manager. 

In short, it is my conviction that if we are to strengthen the military sinews 
of our Nation, our Armed Forces must retain the sole technical and adminis- 
trative supervision over the purchases of war materials; that technical and 
administrative effort should not be dissipated in the production of useless 
paperwork ; that all Government contractors, of any size, capable of developing 
improved weapons should be encouraged to do so; and that no segment of our 
munitions industry should be shelved in the vain belief that it will somehow 
spring into action at the next call to arms. 


REQUEST FOR COST PROPOSAL 


A cost proposal shall be prepared and submitted for all the work items of 
the statement of work, including any amplifications or clarifications thereof 
presented in the technical proposal submitted as part of this quotation. 

A. The cost proposal will be prepared assuming a fixed price contract, if pos- 
sible, and shall include, but not be limited to, the requirements enumerated 
below : 

1. A cost breakdown shall be prepared for each major work item of the state- 
ment of work and must contain as a minimum the following information, if 
applicable : 

(a) Engineering labor costs shall include labor categories, man-hours, pay 
rates and burden. 

(b) Manufacturing labor costs shall include labor categories, man-hours, pay 
rates and burden. 

(c) Engineering material costs with burden shall be supported by an itemized 
list consisting of type, quantities, and costs of all material required for bread- 
board construction, experimentation, etc. 

(d@) Manufacturing material cost with burden shall be supported by an item- 
ized list consisting of type, quantities, and costs of all material required for 
fabrication. 

(e) Other manufacturing direct costs shall be included as required but shall 
be itemized as to their nature. 

(f) Special tooling, test equipment, facilities, etc., required for the perform- 
ance of an item of the statement of work shall be itemized as to type, quantity, 
and costs. Sufficient cost detail as per item 1(a) through 1(e) above shall 
be prepared and submitted. In addition, information as to whether this 
a is required for an engineering or manufacturing effort shall be in- 

icated. 

(g) Subcontracting costs for those major items or services to be subcontracted 
shall be separately indicated and shall be supported by sufficient detail con- 
sisting of name of the subcontractor and, if other than fixed price, a cost break- 
down as per item 1(a) through 1(f) above. 

(h) Consultants costs shall be substantiated by sufficient detail, itemized as 
to name and address of the consultant, phase of work, rate of compensation, 
and estimated time to be employed. 

(i) Travel costs shall be supported by an itemized list of estimated travel, 
segregating travel costs and per diem costs. 

(j) Work should be planned on the basis of a 40-hour week for one, two, or 
three shifts as needed to meet schedule requirements. If overtime is necessary, 
overtime costs shall be supported by the amount of overtime anticipated for each 
category, including straight time and overtime premium and the necessity for 
each overtime requirement. 

2. A summary cost breakdown using * * * quotation estimate worksheet 
(221144) (copy in committee file) shall be prepared with the work items listed 
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horizontally and the costing factors listed vertically. The labor categories 
normally used by the bidder can be used in place of the categories presented in 
the third column. In addition, this information shall be furnished on DD¢633 
last breakdown sheets. 

3. Man-hour loading curves for each work item and for the entire program 
shall be prepared and submitted. These curves shall be a plot of man-hours 
in the vertical axis and time in months on the horizontal axis, and shall be 
prepared separately for the engineering and manufacturing efforts. 

4. Expenditure curves shall be prepared and submitted for each work item 
and for the entire program. These curves shall indicate labor and overhead 
dollars, material dollars, and total dollars, plotted monthly. If subcontracting 
represents a major portion of the funds to be expended, this item shall algo 
be plotted at the anticipated billing rate. 

5. Government-owned facilities, tools, and/or test equipment required for the 
performance of this program shall be listed and submitted. This list sha} 
indicate the items, contract under which accountability is being maintained, 
contract termination dates, etc. 

6. Customer-furnished equipment (CFE) required for the performance of this 
program shall be listed and submitted. This list shall indicate the items, 
quantities, required delivery dates, and, if known, a probable source. 

7. A schedule of work to be performed, plotted monthly, shall be prepared 
and submitted. This schedule shall include milestone indications for both 
input and output items. Each work item shall be broken down into sufficient 
tasks to permit proper monitoring of milestone accomplishments. The in- 
formation present on this schedule shall also be presented on NAVEXOS-4153, 

8. For the purpose of this quotation, items such as procurement of spare 
parts, reliability and maintainability program, and refurbishing equipment of 
qualification (environmental) test can be quoted as budgetary prices. 

9. The following additional information shall be submitted summarized for 
all the work items. 

(a) Estimated dollar amount of subcontracting. 

(b) Estimated amount of subcontracting dollars to small business. 

(c) Itemized listing of principal materials, components, and services to be 
purchased, including estimated costs, proposed method of purchase, whether 
competitive or other than competitive, and reasons therefor. 

10. In addition to submitting a quotation for work item 2 of the statement 
of work for manufacture of three equipments, a quotation shall be prepared 
and submitted for the following variations of work item 2: 

(a) Four equipments to be manufactured concurrently. 

(6) One equipment to be manufactured as the sole order. 

(c) One equipment to be manufactured as follow-on order. 

B. As an alternate, the cost proposal may be prepared for a CPFF or fixed 
price redeterminable downward contract. If either alternate is desired, the 
following additional requirements are imposed : 

1. Funding will be made on a periodic basis but will be such as to maintain 
sound continuity of schedule performance. Therefore, funding information 
by month for each work item and for the entire program shall be submitted 
and shall differentiate between engineering and manufacturing requirements. 
This information shall be furnished both as curves and on completed DD1097 
forms. 

2. Prior written approval shall be required before placing any purchase 
order exceeding in dollar amount of either $25,000 or 5 percent of the total 
estimated cost of this contract whichever is the lesser. 

The request for approval shall include the following items of information 
(five copies required) : 

(a) Copy of purchase order. 

(b) Copies of competitive bids. 

(c) Basis of award: i.e., low bid, delivery, etc. 

(ad) Copies of suppliers cost breakdown and any price analysis if noncom- 
petitive. 

(e) Comparison with invoice prices of prior procurement, if any. 

(f) Organizational relationship, if any, of proposed supplier. 

(g) On the basis of previous production, an explanation of any changes in 
“make or buy” decisions substantially affecting the price or creating diversi- 
fication for the contractor at the expense of the Government. 
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REQUEST FOR TECHNICAL PROPOSAL 
1. Scope 
The bidder shall submit a technical proposal which will demonstrate his 
competence to undertake the responsibility to develop, design, manufacture, test, 
and deliver the * * * described in accordance with the applicable document 
listed below. 


9, Applicable document 


Be 36 a ea * * i 


$. General 


The technical proposal shall provide detailed information on the following: 

(a) Development and production status of existing equipment upon which 
this proposal is based, and an explanation of redesign of the basic equipment 
predicated on the schedule required to build to all applicable specifications. 

(b) A description of system operation using block diagrams, transfer func- 
tions, and equations, where applicable. 

(c) Discussion of critical design areas and components, showing means of 
solution. 

(d) Configuration of unit showing general arrangement of components. 

(e) Estimated size, weight, and heat dissipation. 

(f) Description of construction of unit and method of installation. 

(g) Design and manufacturing features to insure reliability and maintain- 
ability of equipment. 

(h) Any other pertinent information which will aid in evaluating this pro- 
posal. 


4. Scheduling data required 


The technical proposal shall provide a detailed overall milestone schedule show- 
ing breakouts for the following phases of work : 

(a) Engineering analyses and synthesis. 

(6) Design. 

(c) Laboratory and development tests. 

(d) Manufacture of deliverable hardware. 

(e) Qualification and acceptance tests. 

(f) Preparation of manuals and final report. 
5. Experience and facilities 

Exrperience.—The bidder shall provide information relative to experience in 
the field or related fields pertinent to this equipment. The following information 
is desirable: The number of years in this field, contracts completed or in progress, 
study contracts, and company-sponsored developments. 

Facilities.—The bidder shall provide information relative to available facilities, 
including— 

(a) Basic plant.—Space available for this program, tooling facilities, test 
and environmental facilities, available laboratory facilities, and additional 
facilities required for this program. Information should be included speci- 
fying whether the facilities are company-owned, leased, or are available 
from other sources. 

(b) Availability of equipment.—aA description of the equipment available 
for this program shall be furnished to help in evaluating the proposal. 
Particular emphasis should be placed on special equipment required for 
the program. 


STATEMENT OF WORK 


TABLE OF CONTENTS 
1, Introduction 
2.. Work items : 
Item 1—Design and development of equipment 
Item 2—Manufacture and delivery of equipment 
Item 3—Qualification test of peeemens 
Item 4—Preparation and publication of technical manuals 
Item 5—Field service 
Item 6—Special reliability test program 
Item 7—Spare parts 
Item 8—Refurbishing of equipment of the qualification test 
3. Appendixes : 
Appendix A—Schedule of deliverable equipment 
Appendix B—Schedule of deliverable data 
Appendix C—Maintainability and reliability program 
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1. INTRODUCTION 


This document, together with the attached appendixes and all specifications 
and documents referenced herein, shall form the basis for the performance of 
work for the subject supplies and services. For the purpose of performing the 
program herein described, any reference to the terms “Agency,” “Military 
Agency,” “Buyer,” etc., shall imply * * * and any reference to the term “Cop. 
tractor” shall imply any other company contracted to perform tasks for the 
subject program. 

During the course of performing the program herein described, it may be 
necessary to amend this document as changes materialize in the direction op 
scope of the program. In any case, amendments to this document will be for- 
warded to the contractor by contract change order and only the latest issue of 
this document, referenced in the contract or change orders thereto, shall be the 
governing document. 

In case of conflict between this document and the equipment specification (s) 
or any referenced military specifications, this document shall govern. 


2. QUOTATION ITEMS 


The contractor shall, during the time specified herein, furnish the necessary 
manpower and facilities to perform the tasks herein presented. 


Item 1—Design and development of equipment: 


1.1 Engineering design and development shall be sufficient to establish the 
information for the manufacture of equipment(s) specified in, and in accordance 
with, the * * * equipment specification(s) listed in appendix A following this 
statement. Reference to the equipment specification(s) shall be construed to 
mean the specification(s) whose issue date and revision is indicated in appendix 
A, following this statement, as modified by changes approved by * * * and 
accepted by the contractor. 

~ Preliminary and working drawings shall be prepared in accordance with 
specnuications M11—D-963 and M11-I-983. Copies shall be submitted to * * * 
for approval as specified in appendix B, following this statement. Lack of * * * 
approval notification within 30 days shall constitute automatic approval. 

1.3 Manufacturing drawings shall be prepared in accordance with specifica- 
tion MIL—D-963 and MIL-—I-983, except that paragraph 3.9.4 of MIL—I-983 does 
not apply to this program. Copies shall be furnished as specified in appendix B 
following this statement. 

1.4 Drawing change control shall start upon release of drawings for manv- 
facture of equipment. The contractor shall submit for approval his drawing 
change control procedure 1 month after receipt of order. All changes affecting 
price, spare parts, technical manuals, interchangeability, delivery schedule, or 
equipment interconnection shall require prior * * * approval. 

1.5 Detail acceptance test specifications and procedures shall be prepared and 
submitted to * * * for approval based upon the requirements specified in the 
equipment specification(s). These specifications and procedures shall include a 
detail description of the test equipment, detail operating procedures, and the 
specified acceptance test limits. Copies of preliminary specifications and pro- 
cedures shall be submitted to * * * for approval; after approval has been 
granted, copies of the final specifications and procedures shall be delivered as 
specified in appendix B following this statement. Specification change control, 
the equivalent to drawing change control specified in 1.4, shall be initiated upon 
release of the final approved documents. 

1.6 Engineering coordination, liaison, and the technical information for the 
preparation of technical manuals in accordance with specification MIL—M-15071 
shall be provided. This does not include the actual preparation and publication 
of the manuals which are covered by item 4. 

1.7 Engineering liaison and project coordination shall be provided to insure 
complete flow of engineering information between the contractor and * * * and 
to provide proper project control at the contractor’s facility. 

1.8 Informal monthly letter reports of technical progress shall be prepared 
and delivered to * * * as specified in appendix B. . These reports shall cover 
the period from the 16th of the last reporting month through the 15th of the 
current reporting month and shall contain at least the following information: 

(a) Design activity at the contractor’s plant. 
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(b) Design activity at any of the contractor’s major subcontractor’s plants. 

(ec) Summary of agreements or changes in direction of the program mutually 
acceptable to * * * and the contractor. : 

(d) Information and material required from * * * to expedite performance of 
the program. 

In addition, the contractor shall inform * * * (by letter, telephone, or TWX) 
of any additional significant information which has become available during the 
period (up to the end of the reporting month) by the second day of the following 

nth. 
m9 A report of progress against program requirements (NAVEXOS—4153), 
executed in accordance with the instructions contained on the back of the form, 
and a line of balance report (NAVEXOS-3856) shall be submitted to * * * as 
specified in appendix B following this statement. 

1.10 Estimated manpower loading charts, previously submitted as part of the 
cost proposal, shall be reviewed quarterly and any changes shall be submitted 
with the informal monthly letter report of progress (1.8) as specified in appendix 
B folowing this statement. 

1.11 A final engineering report shall be prepared by the contractor detailing 
the design and development aspects of the program. The final report shall be 
in accordance with specification MIL—R-987 (type II) and copies shall be fur- 
nished as specified in appendix B. 

112 Nonpreferred parts list of those parts not specified in specification MIL- 
I-983 or standard MIL-Std—242 shall be prepared as specified in specification 
MIL-I-983 and shall be submitted as specified in appendix B following this 
statement. 

113 Requests for approval to use certain material and processes specified as 
undesirable in specification MIL-—I-983 shall be submitted as specified in appen- 
dix B following this statement. 

114 Tube and transistor complement lists (DO Form 816) shall be prepared 
and submitted as specified in appendix B following this statement. 

115 In addition to performing the tasks and furnishing the information 
required in 1.1 through 1.14 the following design information if applicable shall 
be submitted to * * * as specified in appendix B following this statement for 
approval prior to its utilization: 

(a) Data transmission and servo test set up (for installation test). 

(b) Installation test equipment requirements report. 

(c) Front panel layouts. 

(d) Recommendations for sea evaluation. 

(e) Operating sequence for all modes. 

(f) Theory of operation and mathematical description. 

(g) Cable running sheets form A. 


Item 2—Manufacture and delivery of equipment: 


2.1 Manufacture of equipment(s) in accordance with the information gen- 
erated under subitems 1.1 through 1.3 of this document shall be performed. 
The quantity of equipment to be manufactured, and the delivery requirements 
shall be as specified in appendix A following this statement. 

2.2 Fabrication of factory test equipment shall be as specified in the accept- 
ance test specifications and procedures generated under subitem 1.5 of this 
document. 

2.3. Performance of acceptance testing shall be in accordance with the test 
specifications and procedures generated under subitem 1.5 of this document. 
These tests shall be performed on all equipment manufactured under 2.1 and 
copies of the test data shall be delivered as specified in appendix B following 
this statement with each set of equipment. The acceptance testing shall be 
performed at the contractor’s facilities with * * * reserving the right to desig- 
hate representatives to witness any or all such testing. The contractors shall 
notify * * * at least 30 days prior to performing these tests. * * * shall re- 
serve the right to perform or request performance of any additional testing, at 
the contractor’s facilities, if this is deemed necessary to demonstrate compliance 
with the equipment specification (s). 

2.4 Quality control shall be enforced during the manufacturing and testing of 
this equipment to ensure interchangeability, mechanically and electrically, and 
to ensure the specified level of reliability. The contractor’s quality control 
organization and procedures shall be subject to review by * * * 

2.5 Repair parts considered sufficient by the contractor to support accept- 
ance testing (2.3) and qualification testing (item 3) shall be made available 
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in addition to any on-board or stock repair parts generated by parts provision. 
ing under item 7. Once all acceptance testing and qualification testing has 
been completed, the remaining repair parts may be used to fulfill the require. 
ment of on-board or stock repair parts (items 7) and/or refurbishing of the equip. 
ment subjected to qualification test (item 8). 

2.6 The equipment, accessories and repair parts shall be preserved and 
packaged by level A or C, packed by level A, B, or C, and marked as specified by 
* * * in the equipment specification (s). 

2.7 All component failures experienced during subassembly, unit and system 
acceptance testing shall be recorded. A failure card requiring such information 
as date of failure, unit nomenclature, part number, serial number, type, cate 
of failure, and operating time of the defective component shall be prepared and 
submitted to * * *. Upon delivery of equipment after acceptance, a failure re 
port summarizing all the failures experienced shall be included with the test 
data delivered (2.3). 


Item 3—Qualification test of equipment: 


3.1 One set of equipment(s) manufactured under subitem 2.1 shall be sub- 
jected to qualification tests in accordance with the requirements of the equip 
ment specification. These tests shall be conducted by the contractor. Informa- 
tion shall be furnished if Government facilities are required. The equipment(s) 
selected for qualification testing shall have already been subjected to and 
passed all of the atceptance tests (subitem 2.3). 

3.2 Detail qualification testing specifications and procedures shall be prepared 
and submitted to * * * for approval based upon the minimum requirements 
specified in the equipment specification(s). These specifications and procedures 
shall include a detail description of required special tools, jigs, fixtures, and test 
equipment; detail operating procedures and the specified acceptance test limits, 
Four (4) copies of preliminary documents shall be submitted to * * * for 
approval. After approval has been granted, 10 copies of the final specifications 
and procedures shall be delivered as specified in appendix B following this state 
ment. Drawing change control (subitem 1.4) shall be initiated upoa release of 
the final approved documents. 

3.3 Fabrication of the necessary special tools, jigs, fixtures, and test equip- 
ment shall be in accordance with the design as specified in the detail qualification 
testing specifications and procedures generated under 3.2. 

3.4 Engineering liaison to monitor equipment performance and assist during 
the actual qualification testing shall be furnished in sufficient amount as to 
ensure an expeditious performance of the testing program. 

3.5 A support activity to perform the actual repair of equipment becoming 
defective or damaged during the performance of qualification testing, using the 
repair parts made available under subitem 2.5, shall be furnished to facilitate 
continuity of the testing activity. 

3.6 A final qualification test report shall be submitted to * * * summarizing 
the results of the testing performed. The number of copies and the delivery 
requirement for this report shall be as specified in appendix B following this 
statement. 


Item 4—Preparation and publication of technical manuals: 


4.1 Technical manual(s) shall be prepared in accordance with specification 
MIL-M-15071C and a detailed interpretation thereto provided by * * *. Style 
manuals for the artwork and for the preparation of the manuscript shall be fur- 
nished by * * *. A proposed outline of contents shall be submitted to * * * 
for approval as specified in appendix B following this statement. Once approval 
is granted, manuscript copies and the artwork for the manual(s) shall be 
delivered in the quantities and on the dates specified in appendix B following 
this statement. 

4.2 Engineering liaison for the preparation of the technical manual(s) shall 
be as generated by subitem 1.6. 


Item 5—Field service requirements: 


5.1 Field service personnel shall be furnished to assist the shipbuilder in 
installation, test and maintenance of the equipment while the submarine is under 
construction and undergoing builder’s sea trials. The contractor shall recom- 
mend the number of personnel required to perform this activity at the four loca- 
tions to be specified, and whether the field service personnel shall be in residence 
or on call at the contractor’s plant. 
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item 6—Special reliability test program: 

6.1 A reliability program shall be performed in accordance with the require- 
ments as specified in appendix C following this statement. 
Item 7—Spare parts: 

7.1 On-board and stock spare parts shall be listed, documented, provisioned, 
procured and delivered in accordance with specification MIL—I-983 and special 
projects memorandum No. 20-82-59. Shipment of these parts shall be in boxes 
conforming to the type W of specification MIL-B-—233. 

Item 8—Refurbishing of equipment after qualification (environmental) test: 


81 The equipment(s) subjected to qualification test (item 3) shall be re 
furbished, reworked, and/or rebuilt as required to permit eventual delivery as an 
end item. Once the above is accomplished, the equipment will be retested in 
accordance with the requirements of subitem 2.3 and delivered as specified in 
appendix A following this statement. 


APPENDIX A—ParT I 


EQUIPMENT DELIVERY DATE 
. . * * * ° e 
Equipment specification 
* * * Specification No. * * * (Publication No. * * *). 
Delivery schedule 


Delivery requirements for the equipment manufactured under item 2 of state- 
ment of work No. GA—13-0004. 








Quantity Equipment Delivery 
date ! 
ae , ’ ° ? . 1O0ct 1960 
Rss cceccass * > : ° = 1 Nov 1960 
) es... 5-252 - 9 ° m ™ 1Dec 1960 
7 . . * a : *?. 
— 
1 Dates shall be dockside at destination. 
APPENDIX B 
ScHEDULE OF DELIVERABLE DATA 
- + * * 7 * * 


Issue No. * * * 
Date: 3:5 ° 


The schedule of deliverable data consists of part I, listing data required by the 
equipment specification and applicable military specifications, and part II, listing 
data required by the statement of work. This schedule is individually applicable 
to the equipment listed in appendix A. Data submitted shall be revised and 
resubmitted as changes are made. The submittal date presented herein should 
be considered as the time for initial submission. 
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APPENDIX B—Part I 


Schedule of deliverable data required by equipment specification and applicabdle 
military specifications 


ee OOO 


Item 


1-1 
1-2 
1-3 
1-4 


Quantity 


4 copies, 2 repro-.- 


3 copies, 1 repro... 


Description 


Preliminary drawings (ca- 
bling and outline). 

Tube and transistor comple- 
ment (DD Form 816). 

Working drawings and on- 
board repair parts list. 

Nonpreferred parts list. ...-- 


Request for approval to use 
certain materials and proc- 
esses defined in Specifica- 
tion MIL-I-983. 


Refer to 
SOW 
para- 
graph 

1.2 
1.15 
1.2 
1.13 


1,14 





Submittal schedule 


ne 


1 month after purchase order, 
after purchase 
aftet purchase 


after 


4 months 
order. 
7 months 
order. 
4 months 
order. 
Do. 


purchase 





Note.—Repro shall mean a copy that can be reproduced by ozalid process; SOW shall mean statement 
APPENDIX B—PartT II 


of work. 


Schedule of deliverable data required by this statement of work 





Item 


2-10 
2-11 
2-12 
2-13 
2-14 
2-15 


2-16 
2-17 


2-18 
2-19 
2-20 
2-21 


2-22 | 
2-23 | 


2-24 
2-25 


| 3 copies 





Quantity 


NE a once Soesees 


3 copies, 1 repro---_- 


10 copies. ._--_- 
3 copies, 1 repro. 


Pas a 


“| eee ae 


4 copies... -_-_--_- 


Re seebiodts > cm 
2 copies, 1 repro. 


4 copies_.- 


3 copies 


1 copy, 1 repro-_-- 


3 copies, 1 repro-- 


7 copies, 1 repro 


4 copies, 1 repro 


1 copy, 1 repro. -- 


Description 


NAVEXOS 4153_.......-... 

NAVEXOS 3856__---- ie eee 

Manpower expenditure and 
loading charts. 


Monthly letter report of 
technical progress. 

Operating sequence for all 
modes. 

Theory of operation and 
mathematical description. 

Technical manual outline - - 


Preliminary acceptance test 
procedures. 

Cable running sheets, form 
A 


Final acceptance test pro- 
cedures. 

Data transmission 
Servo test setups. 
Installation test equipment 

requirement report. 
Front panel drawings. ----- 


and 


Manuscript technical man- 
ual. 

SEE. ns iacemtth biden siete’ 

Manufacturing drawings. - 


Preliminary qualification 
test procedures. 

Final qualification test pro- 
cedures. 

Component failure 
mary report. 

Drawing changes control 
procedure. 


sum- 


evaluation. 





Recommendations for sea | 
Final engineering report.__-- 
Final qualification test re- | 


; | port. | 
Acceptance test data. -....--- 





Ref. 
SOW 
para- 
graph 


-oo 


1, 16 


1, 16 


1.16 


1.16 
1.16 


—-— 
_ 


eo 3 
~ 13 ©» wD wr 


to 





Submittal schedule 





Bi-weekly. 
Do. 
Monthly. 


Monthly. 


6 months prior to Ist equip- 
ment delivery. 
Do. 


4 months prior to Ist equip- 
ment delivery. 
Do. 


Do. 


3 months prior to 1st equip- 
ment delivery. 
6 months prior to Ist equip- 
ment delivery. 
Do. 


4 months after receipt of 
order. 

2 months prior to Ist equip- 
ment delivery. 

Do, 

Concurrent with 2d equip- 
ment delivery. 

3 months prior to start of 
qualification testing. 

2 weeks prior to start of 
qualification testing. 

Concurrent with equipment 
delivery. 

1 month after receipt of order. 


Concurrent with Ist equip- 
ment delivery. ’ 
Concurrent with 2d equip- 

ment delivery. 
1 month after completion of 
qualification test program. 
Concurrent with equipment 
delivery. 
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APPENDIx C 
SpectaL RELIABILITY TEST PROGRAM 


The contractor’s maintainability and reliability program shall include the fol- 
lowing activities : 
(a) Reliability analysis and prediction. 
(b) Design review. 
(c) Serviceability and maintainability requirements. 
(d) Malfunction reports and operating time records. 
(e) Failed parts analysis. 
(f) Corrective action followup. 
(g) Parts quality assurance. 
(h) Test data control. 
(i) Reliability status reports. 
Special requirements will be established for the following reliability testing 
activity. 
(j) Special equipment reliability tests: 
1. Test-to-failure programs. 
2. Life tests. 
3. Parts reliability tests. 


DESCRIPTION OF ACTIVITIES 


(a) Reliability analysis and prediction 

A theoretical analysis of the reliability of units or subunits shall be made as 
early as equipment design will permit. This analysis will serve to point up 
areas of unreliability in the design and will permit early design improvements. 
The analysis will, at first, consist of a theoretical reliability prediction of designs 
and later proceeding to a more realistic analysis as equipment operating charac- 
teristics become known. 


(b) Design review 


The contractor will conduct design review acivities. A review of contractor 
designs will be made by the procuring activity prior to contractor manufacturing 
releases. Design review includes: reliability review of component parts, checks 
for adequate derating and safety factors of components, and circuit and pack- 
aging review. The design review also includes studies of mechanical, thermal, 
and environmental stresses from a reliability viewpoint, and a review of manu- 
facturing methods and processes. Design data required from the contractor 
for this review include mechanical layouts, electrical and gearing schematics, 
wiring diagrams, assembly and detail drawings, bills of material or parts lists, 
and mockups when applicable. 


(c) Serviceability and maintainability requirements 
Designs will be reviewed by the contractor and procuring agency to minimize 
service and maintenance requirements. The review shall include studies of 


tolerances to prevent equipment damage during maintenance studies to insure 
ease in isolating failures and in the replacement and test of failed subassemblies. 
(d) Malfunction reports and operating time records 

The contractor will be required to provide the procuring agency with operating 
time records and malfunction reports of failed parts for all malfunctions which 
occur during tests on the equipments (not including breadboards). Malfunction 
report formats will be provided by the procuring agency. Operating time records 
shall be provided by the contractor which show elapsed operating time for the 


equipment and the time of any malfunction referenced to a specific malfunction 
report. 


(c) Failed parts analysis 
Material studies of failed components are required to determine cause of failure. 
(f) Corrective action followup 


As a means of “closing the loop” on the above stated activities, corrective 
action shall be generated for all malfunctions occurring in the equipment. The 
malfunction report and the failed-part analysis shall be evaluated to determine 
the necessary corrective action to prevent the recurrence of the malfunction. 
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(9g) Parts quality assurance 


1. Standard parts.—Contractors must use standard parts as specified in MIT~ 
I-983 and MIL-STD-242 whenever possible. 

2. Comparative evaluation.—Whenever nonstandard parts are to be employed; 
contractors must receive prior approval and perform the necessary qualification, 

3. Part acceptance.—Contractors will be required to use part acceptance re 
quirements as generated by * * * in accordance with MIL-I-9838 and MIL- 
STD-242. Requirements will. be for up to 100 percent inspection and aging of 
designated parts. 


(h) Test data control 


Test data shall be recorded for all subassemblies and unit tests performed 
at the subcontractors and the resulting records shall be maintained in file for 
the entire service life of the equipment. Data shall include numerical values or 
recordings for all measurements taken. The test data shall be available for re 
production and periodic inspection by * * *. 





(i) Reliability status reports 


A monthly summary covering reliability shall be included in the regular 
monthly progress report. 

(j) Special equipment reliability test 

Special tests may: be required to demonstrate that the contractor has achieved 
his reliability and maintainability specifications. Specific requirements will be 
defined at a later date and will require any or all of the following: 

1. Test-to-failure programs.—Test-to-failure programs shall be initiated for the 
purpose of determining the reliability of critical units and subunits. The 
tests are conducted on a sample population determined to be adequate for sta- 
tistical evaluation of the test results and the test program is conducted until 
an appropriate number of failures is achieved. The results shall be analyzed 
statistically taking into account operating time, modes of operation, environ- 
ment and equipment requirement. Requirements for this test program wilh be 
established at a later date. 

2. Life tests—Life tests will be conducted by the contractor on one or more 
designated units and are designed to provide total operating time information 
under a standard set of operating modes and conditions. These tests may be 
combined with the test-to-failure and qualification test programs. Require 
ments for these tests will be established at a later date. 

3. Parts reliability tests—Parts reliability tests shall be conducted by the 
contractor on parts that are critical to system operation. The tests shall be 
so designed to provide satistical reliability data on the part to determine prob- 
able failure rates. The requirements for these tests will be established at 
a later date. 


Senator SaALTonsTALL. Our next witness is Mr. Paul Farrell, editor 
of Purchasing magazine. 

Mr. Farrell, we are glad to have you here. In accordance with the 
chairman’s suggestion, we will put your statement in the record and 
ask you if you have anything that is not in the statement that you 
would like to add to it. 


STATEMENT OF PAUL FARRELL, EDITOR, PURCHASING MAGAZINE, 
ACCOMPANIED BY DEAN AMMER, EXECUTIVE EDITOR 


Mr. Farretu. I have just two points, Senator. 

One, this is a joint statement by me and by Dean Ammer, our 
executive editor. 

The other point that I would like to add, in conjunction with this 
being entered in the record, is to emphasize that in calling for more 
negotiation in military buying, and defending the principle of negotia- 
tion, which puts us in the happy position of supporting the Senator's 
bill, we would like to correct one impression we think has been made 
in hearings and statements, and that is that smll business’ only chance 
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to really share in defense business is through advertised bidding, and 
that competitive negotiation is only for large, complex weapons. 

The feeling is that obviously you cannot put an atomic submarine 
out for bids—you have to negotiate that. But there seems to be a 
general impression that the nuts and bolts items, as we call them, or 
off-the-shelf items, can be bought only through advertised bidding. 

We have a couple of case histories as exhibit A in the statement that 
we make which show that through negotiation small business can 
not only get itself a good deal of business, but make a real contribu- 
tion, a real saving for the taxpayer. 

Here are a couple of items. We just brought them along to give a 
practical example. scot 

Senator SaLTonsTaLL. What you are saving, sir, is this. Do I un- 
derstand it to be this? You are saying that even in smaller objects, if 
the Government puts out the end objective, without too many details 
down the line, then there could be competitive negotiation for that 
object. 

Mr. Farrewu. Precisely. 

Senator Satronstatu. Rather than formal open advertised bid- 
ding with a hundred details as to what the end objective contains. 

Mr. Farre.u. Yes, sir. I just showed this one example, a clamp bar, 
that was made to rigid specifications. This is purchased by an indus- 
trial purchasing agent. That is cut from bar stock and machined. It 
isan expensive process. That particular item costs 32 cents. It was 
bought in great volume. 

A small speciality supplier, a small company, came to the buyer of 
this item and, under the process of competitive negotiation, offered 
a tremendous saving to the buyer of this item which he could not have 
offered under a system of advertised bidding, where rigid specifications 
are set out, and you automatically award the contract to the lowest 
bidder. . 

In other words, this industrial technique of competitive negotiation 
actually helped the small businessman and helped the buyer, the com- 
pany that was buying the item ,because the small businessman came in, 
he studied the function of that part, and he came up with a suggestion 
fora much cheaper part that accomplished precisely the same func- 
tion in the machine. That was a cheap stamping, with two standard 
nuts spot welded onto the stamping. 

Now, this first bar I showed you cost 32 cents, bought in the hundreds 
ofthousands. This other item was 8 cents. 

There are many thousands of items like that. 

_Here is another thing done by a small company. Again, there were 
rigid specifications set up. This J bolt was rigidly specified by the 
engineers of this company as an item turned out on a screw machine. 
If advertised bidding were followed, that rigid specification would 
have to be adhered to at all time. A specialty supplier came in, and, 
using the technique of competitive negotiation, was able to offer the 
same item at almost 90 percent reduction. This screw machine item 
cost 11.7 cents. This item, made by a speciality supplier by a process 
called thread rolling, which just shoots it in and out in one pass instead 
of elaborately turning it on a machine, costs 1.5 cents as against ap- 
proximately 11.5 cents. The saving on this particular item, which is 
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on a television set, was $80,000 in 1 year, for the company involved op 
an 11-cent item. 

Now, both these savings were accomplished through working with 
small suppliers, with the techniques of competitive negotiation, with. 
out which, with adherence to rigid specifications, the savings could 
never have been made. 

These are just little examples to illustrate our point that there jg 
no argument on the big complex bombers and submarines and so forth 
about competitive negotiation, but we say there are lots of opporta- 
nities on the smaller items, the less complex items, the nuts and bo} 
and that S. 500 encourages this type of thing with its emphasis o 
competitive negotiation. 

Senator Sauronsraty. Thank you, sir. We appreciate your com- 
ing here. That was very interesting. As I listened to you, I could not 
hel p thinking—in the items that you mentioned, it is somewhat a ques. 
tion of imagination. If the Government puts out specifications, we 
will say, for that hook, and somebody comes along and takes a look 
at the hook that the Government is using and says, “Well, now, here, 
I can make this lots cheaper in a different way,” it is not so mucha 
question of competitive negotiation, or open advertising, as it is a ques 
tion of imagination, of a man coming forward with another object 
which would accomplish the same thing. 

Mr. Ammer. Only with the flexibility of competitive negotiation can 
you stimulate supplier know-how whereby they will come forward with 
ideas. Other than that, the Government buyer and the supplier both 


behave like a bunch of automations. They get tons of specifications, | 


make them literally to the specification, and the result is high-priced 
merchandise. 

Senator Satronstat.. That is very interesting. Thank you, sir, 
very much. 
' (The complete statement of Mr. Farrell and Mr. Ammer is as fol: 
Ows:) 


Purchasing Magazine has hundreds of readers in governmental purchasing, 
and, from time to time, its editors have made detailed studies of governmental 
purchasing techniques. But purchasing magazine’s basic mission is the report 
ing of industrial purchasing practices. Its readers are responsible for more 
than 90 percent of American industry’s aggregate purchase dollar. And the 
typical industrial company, studies show, spends about 52 percent of its sale 
dollar on outside purchase of materials and services. 


IMPACT ON ECONOMY 


Thus, industrial purchasing men play a critical role in our overall economy 
and in their individual companies. They spend more than $100 billion per year. 
Individually, their actions can have an enormous effect upon a company’s suc 
cess. The typical manufacturing company spends more than 50 percent of its 
sales dollar on outside purchases (which is nearly twice as much as it spends 
on labor). Slight changes in purchase cost can have substantial effect upon 
profits. In a company making a typical pretax profit of 10 percent on sales, for 
example, a 2-percent reduction in purchase costs can bring as much additional 
profit as a 20-percent increase in sales. 

Purchasing is a big job in private industry just as it is in Government. In 
both industry and Government, however, it is remarkable how long it took for 


the importance of the procurement function to be recognized. Early in ow | 


history, Government purchases were one way in which the group in power coulé 
reward itself or its friends. Reforms were made and Government buying e& 
tered a second phase: advertised bidding. And now military buying, at least 
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has entered a third phase: roughly 85 percent of purchases are made by competi- 
tive negotiation. 9s 0 ; 

There are also three distinct phases in industrial buying practices. The first 
hase prevailed generally as late as 1900. At that time, very few companies had 
organized professional purchasing departments. In most of them, _the shop 
foreman Was king. He did his own hiring, firing, scheduling, and buying. Per- 
sonal friendship was probably more important than economic factors in selecting 
supply sources. In many cases, there undoubtedly was considerable corruption. 


PURCHASING GAINS RECOGNITION 


Managements gradually became aware that considerable savings could be made 
by setting up separate departments that specialized in buying. So industrial 

rchasing entered its second phase, which was roughly comparable to the adver- 
tised bidding techniques used by Government buyers. The industrial purchasing 
agent took specifications from his engineers and other technical people, solicited 
pids from qualified sources, and placed orders with the suppliers offering the 
most advantageous terms of price, quality, or delivery. 

Early in this second stage the industrial buying process resembled the adver- 
tised bidding procedure used by Government much more closely than it did later 
on. In both cases the buyer was essentially an administrator of various forms 
and records. He was expected to keep accurate records but no one became too 
concerned if he knew little or nothing about what he was buying. 

Thanks to the efforts of purchasing men themselves working through the 
National Association of Purchasing Agents (and we hope that we have also 
provided some inspiration since Purchasing magazine was founded in 1916), 
industrial managements came to realize that they were missing something by 
not insisting that their purchasing men be more than first-rate clerks. 


IMAGINATIVE BUYING BRINGS SAVINGS 


A purchasing agent who limits himself to mailing out specifications to a list 
of suppliers and then tabulating the bids he receives is nothing more than an 
automation. But a purchasing agent with initiative and imagination working 
in an environment that gives him some flexibility can accomplish wonders. 
He can— 

1. Call upon the technical resources of suppliers —Even small companies 
have hundreds of suppliers with a myriad of skills. An able purchasing 
executive can get this supplier’s know-how applied to his own company’s 
products and thereby multiply the efficiency of his company’s research and 
developmment activities. 

2. Work with his own technical people on new products and processes.—Pro- 
curement know-how is extremely important in the early design stages of a 
product. In many cases the purchasing man can suggest a standard commercial 
product that will do the job cheaper and better than a custom-engineered 
component; in others he may be able to steer design people to more readily 
available materials, ete. 

3. Negotiate contracts that bring lower costs. Modern buying is more than 
anumbers game. The topflight purchasing man, applying cost analysis and 
other techniques, considers total costs for the duration of a contract and is 
thus able to do a much beter job costwise than he could possibly do by simply 
comparing one quotation with another. 


APPLICATION TO ALL COMMODITIES 


Thus, in its most advanced stage, modern industrial procurement not only 
permits goods to be purchased at substantially lower prices but is also the 
sources of ideas for technological change, etc. This modern approach is being 
applied not only in industries making extremely complex products like air- 
craft engines and automobiles but also to relatively simple products. 

Regardless of the product, modern procurement techniques, where the pur- 
chasing man has the authority and flexibility to do a complete job, bring 
tiermous benefits. Many companies have been able to reduce purchase costs 
&’ much as 5 percent by using just one of the modern techniques that have 
been developed : value analysis. 

Thus private industry is profiting from having entered the third stage in 
the evolution of the procurement function. Government purchasing can profit 
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equally through successful application of its counterpart: competitive negotia. 
tion. As the attached exhibit A following this statement shows, even Simple 
items can be reduced substantially in cost if purchasing is not locked into the 
straitjacket of advertised bidding, but is permited to take full advantage of 
vendor know-how with competitive negotiation. 


RECOM MENDATIONS 


We believe that only through intelligent competitive negotiation can the 
Government purchase even relatively simple items at optimui cost. Thus, 
we recommend that competitive negotiation be applied not only to complex 
weapons systems but also to everyday items. S. 500 is a step in the right 
direction. It recognizes competitive negotiation as a legitimate procurement 
technique rather than as an exception to a general rule requiring advertising 
for bids. But, ultimately, we feel, even greater use should be permitted of 
the many techniques of competitive negotiation. 


Consistent with this, we feel that Government buyers should be permitted | 


to use performance specifications and the weapons-system concept when they 


feel that the Government can gain by giving suppliers more flexibility on de | 


sign details. We also feel that, where possible, Government should buy the 
way industry buys—with competitive negotiation and fixed prices not subject 
to renegotiation. The end result, industry experience proves, is lower prices 


Senator Sattonstatu. The next witness is Mr. Louis J. DeRose, of 
DeRose & Associates, New York City. 
Now, at the request of the chairman, we will put your statement 


in the record, and ask you if you have anything that is not in the 
statement that you would like to add to it. 


STATEMENT OF LOUIS J. DeROSE, DeROSE & ASSOCIATES, NEW | 


YORK CITY 


Mr. DeRose. Thank you, Senator. It is not included in the state. 
ment, but I think it is quite pertinent to any remarks that I do make, 


I would like to tell very briefly what my background is and what | 


it might lend to the statement. 

I am a training and management consultant and have trained 
probably more procurement people in military business than anybody 
else in the country. 

For 2 years I ran a procurement program for the Aerospace Indus- 
tries Association. It was then the Aircraft Industries Association. 
We had 52 prime contractors who sent participants, and the Air Fore 
and Navy sent their contracting officers. 

I work right now with approximately 15 of the top prime contrac 
tors. 

So my remarks are made in that context. 

In all of the testimony that I have heard this morning, and in all 
of the testimony that I have read on previous days, there is one 
particular aspect which does not enter into the testimony, and that i 
this. All of the comments made on S. 500, and pertinent legislation 
with S. 500 relate to the military’s buying from prime contractors. | 
would like to introduce the aspect of the prime contractors buying 
from subcontractors down below. 

I have seen little in the way of the military coming out, backing 
openly S. 500. On the contrary, the military has said in effect tha! 


“We are doing at the present time much of what S. 500 contemplates’ | 
And this in truth is the fact. | 
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The military can live with present procurement legislation for the 
simple reason that once Congress appropriates funds for the milita 
the military monitors itself in the expenditure of these dollars. These 
dollars, once appropriated, are expended by the military, with the 
military monitoring itself. 

However, 85 percent of these dollars, which the Congress appro. 
priates, are expended by prime contractors down below with their 
subcontractors. And it is at this level that the procurement legisla. 
tion, as it is manifested in military regulations, begins to bite; namely, 
when the military decides that a given weapon system is called for, 
the military can select the source on the basis of factors such as capa. 
bility, past performance, engineering know-how. But when these dol 
lars now in turn get spent by primes with the subs, then the book, that 
is the legislation, and the regulations emanating from the legislation— 
the book gets followed to the letter. And the book gets followed to 
the letter through various and diverse ways. 

First of all, the procurement regulations are embodied in every 
prime contract at the time of contract negotiation. Once the military 
lets an award, there is built into that award the procurement regula- 
tions as part of the contract. There is a condition in that clause that 
says in effect that the terms granted by the military must be passed on 
in turn tothe subs. So in effect, primes are passing on the regulations, 
intact, to their subcontractors. 

Senator SaLronsraLt. What you are saying in substance is that 
this law, or the present system does not premit today the prime con- 
tractors enough flexibility or, we will say, competitive negotiation in 
dealing with their subcontractors. 

Mr. DeRose. I will be quite blunt. I believe that the present 
legislation sets a climate within defense industry which promotes 
routine and mediocre buying, for the simple reason—— 

Senator SatronsTaLy. Does 8. 500 improve that? 

Mr. DeRose. The present legislation, as I say, does not pertain to 
how the prime contractor buys, except by a process of incorporation 
within the contract. That is the law now in existence—it applies to 
how the military buys. 

The proposed legislation will also deal with how the military buys 
But now, by changing the basic ground rules, which in turn will be 
passed on to industry, you have in effect changed the climate under 
which procurement will occur. 

At the present time, the current regulations are being enforced on 
prime contractors by contracting officers at the time of contract let- 
ting, by contracting officers at the time of administration. That is, 
under prime contracts, all subcontracts of $25,000 or more must be 
approved by the contracting officer. So he applies the regulation as 
he knows it. The law gets implemented by various survey teams of 
the military. It gets implemented by GAO through survey teams. 

As I mentioned before, I do consultation work with companies, and 
I have had to go into prime contractors and review their procure 
ment systems and make recommendations. I have gone into com 
panies where these procurement organizations have gotten a clean bill 
of health from the military survey groups, from the GAO survey | 
groups, and in my opinion, as a procurement consultant, their pro | 
curement was mediocre, it was routine. 
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Senator Sarronstaty. Allright. Now, if we carry through the way 
you say, is that going to have a prime contractor set up a lot of sub- 
sidiaries of his own and have them deal with him and get contracts ¢ 
Now, that is one of the criticisms that has been brought out in this 
competitive negotiation, and giving greater authority to a prime 
contractor—that you are going to narrow the number of firms that 
can do the business. 

Mr. DeRose. Senator, I am firmly convinced that this was not the 
intent of your bill. 

Senator SatTonsTaLu. It is not. 

Mr. DeRosr. As I read it, and based on what experience I have 
had with the military and primes, I would come to the conclusion 
that this would never be permitted; that the controls envisioned un- 
der the new legislation, together with controls that now exist, permit 
adequate administration, surveillance, monitoring, by the military 
over the primes’ performance. 

[have no real problem in that respect. 

Senator SauronstaLty. Mr. Kollmorgen brought out the question as 
to whether the eyes and ears of the military personnel would be dulled, 
you might say, by giving the prime contractors more authority. What 
do you say to that? 

Mr. DeRose. I appreciate the gentleman’s remarks. I understand 

rhaps he might have had experience in the past which would lead 

im to that conclusion. But the point to bear in mind here is that as 
the weapon systems become more and more complex, then the less and 
less anyone contributing to the system knows and understands about 
the total performance of the system and the contribution that he 
makes to it. 

It is impracticable, as I see it, for small contractors who are produc- 
ing relatively unimportant components to a total system, to be in 
direct contact with the military, which does not have the system re- 
sponsibility, but in turn is delegated. 

The process of system contracting, or weapon system contracting, 
was not done facetiously. It is designed primarily to accommodate 
the complexity of today’s weapon system procurement. 

At the lower echelon, subcontractors, takers of subcontracts, it is 
readily understandable that they may see figments of being discrimi- 
nated against by prime contractors because they have in effect ignored 
a low-priced bid and gone to someone else. But essentially procure- 
ment is an exercise in judgment, particularly where what you are buy- 
ing is something that does not exist off the shelf but must be designed 
and produced to meet a delivery date. 

You do not get improved judgment by eliminating judgment. 

Our ability to meet defense requirements is not going to be based on 
the precise rules and regulations that we establish. On the contrary, 
they will depend upon the incentives that we provide to the genius that 
now exists and the genius that may be applied in the future to design 
and implement weapons systems. 

And from where I sit, as I have seen it within the prime contractors, 
this is not being promoted by current legislation. 

Ihave cited a set of actual experiences that I am familiar with, of 
what happens in a prime contract, where, for example, under the pres- 
sure of a schedule, subcontracts are actually held up for periods of 3 to 
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6 months, merely because the contracting officer is not satisfied that 
the buyer in question has gotten competitive bids. 

I have seen instances where contracting officers have refused to ap- 
prove subcontracts, even though the subcontractor selected was selected 
on the basis of an engineering and manufacturing analysis. The cop. 
tracting oflicer refused to approve it until the prime went out and got 
other sources, sources who had no previous experience. 

I cite one illustration in the testimony, the first one I have cited, of 
where the contracting officer refused to approve a subcontract, and the 
prime went out and got in a source with little experience. The source 
fell flat on its face, so there was a loss of hundreds and thonsands of 
dollars, not to mention precious lead time. The source was obtained 
under competitive bidding. 

You may raise the question why wasn’t he defaulted. But under 
military weapon system development, there is very little possibility of 
default, in the light of engineering changes, in the light of incomplete 
specifications, in the light of any one of many things that do not specify 
precisely contractors’ liabilities or responsibilities. 

I think that the most important thing that S. 500 can do, as I men- 
tioned at the outset—I don’t think it is a point that was brought up 
in previous testimony—I think what it can do most effectively is to 
alter the procurement climate within which prime contractors ope- 
rate. The easiest thing in the world for a prime contractor to do is to 
live up to the letter of the regulations as they now exist. The end re- 
sult will be that he will accumulate costs, unnecessary costs. He will 
incur all kinds of delays in time. But he will satisfy the contracting 
officer, he will satisfy GAO at a later date, that he has conformed to 
competitive bidding, that he has placed business at the low bid. Butin 
fact he has done a miserable procurement job. 

Senator Sauronsrau. In other words, what you are saying is there 
is too much redtape, too much bureaucracy, and you would like to see 
it eliminated through allowing the prime contractor more leeway, we 
will say, in carrying forward in the subcontracts. 

Mr. DeRose. Senator, let me give you one illustration. 

Much of today’s weapon system contracting is done on a cost-plus- 
fixed-fee basis. This is because the nature of the weapon system is so 
complex that it cannot be defined precisely at the outset. It is essen- 
tially research and development. 

Under the cost rules established by GAO and implemented by the 
military, costs are charged to a contract. Now, that means that if the 
contractor has occasion to buy hardware items, like nuts and bolts, 
he does not buy them for a period of a year, because this would mean 
that he would have to build up inventory. Since he does not use a total 
year’s requirement all at once, he only uses it periodically over the 
year, he is precluded from building up inventory, because the military 
will not pay for that inventory, and under the fixed fee he does not 
have the incentive to invest in an inventory. 

So what he does is every time someone out in the shop or in the 
laboratory requires these small incidental hardware items or electroni¢ 
items, he goes out and buys five at a time, three at a time, six at a time. 


He charges the cost of these smal] units against the contract. And this | 
is a valid cost against the contract. But it is by no means an effective | 


way of doing procurement. 
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This is what is happening under the present legislation. 

Senator SarronstaLL. Well, I thank you, sir. Have you any fur- 
ther remarks ? 

Mr. DeRose. No, sir. 

Senator SanronsraLy. I appreciate your being here and the assist- 
ance you have given to us. 

(The complete statement of Mr. DeRose is as follows :) 


OBSOLETE PROCUREMENT LAWS, AND THEIR EFFECT ON INDUSTRY BUYING PRACTICES 


Existing military procurement laws, regulations, and procedures are obsolete, 
time consuming, and economically wasteful. They are geared to an era long 
since past, when weapons were developed in military research centers and pro- 
duced in arsenals and Navy yards. They are designed for routine, commodity- 
type purchases, under peacetime conditions of “business-as-usual.” But worst of 
all, they frustrate and inhibit effective procurement, not only by the military, 
put to a more serious degree, prime and subcontractors to the military. Since 
industry expends more than 85 percent of defense dollars, it is obvious that 
procurement shortcomings and delays at this level vitally affect cost and lead- 
times of weapons systems development. 

Present regulations establish formal, advertised, and competitive bidding 
as the preferred method for Government procurement. Negotiation, which is 
defined in the negative as any method other than advertised bidding, is permitted 
only in the exception. Such exceptions are spelled out by the law, and require 
high administrative approvals. Further, when approval is obtained, negotiation 
must take place within strict and confining ground rules. Specifically, there are 
definitions and allowances for cost reimbursement; criteria and policies on 
profits; procedures for review and approval of technical, management, and 
financial decisions. In brief, the law discriminates against negotiation, and 
makes its application difficult and time consuming. This is regardless of whether 
the method is necessary or not to achieve procurement goals and objectives. 

It is the purpose of the military under the law “to procure supplies and services 
from responsible sources at fair and reasonable prices calculated to result in the 
lowest overall cost to the Government.” These supplies and services run the 
spectrum from shoelaces and shoe repairing to ICBM’s, their design, testing, 
and field support. Yet, the law assumes that all aspects pertinent to all pro- 
curements are resolved reasonably and equitably by a routine process of solicit- 
ing and rendering bids. It assumes that the best interest of the Government is 
always satisfied by the lowest bid, and that procurement value (i.e. the optimum 
combination of price, quality, delivery, and service) is achieved automatically 
through the natural workings of “competition.” Now, undoubtedly, there would 
be more truth to the assumption if— 

the product or service were standardized and readily available “off-the 
shelf”—that is, it were produced for 4 market and at any moment a measur- 
able quantity or volume were in being ; 

there were sufficient suppliers equally capable and willing to undergo the 
necessary risks of performance; 

there were few barriers—technical, technological, or financial—to the entry 
of new suppliers into the field ; 

there were an identifiable and knowledgeable “market” where values were 
established, and buyer-seller actions immediately became known ; 

time were not of the essence. 

But, it is indeed rare on major items of military procurement that any of 
these conditions are present. All too often the problems are those of vague 
and incomplete specifications ; unknown performance and reliability parameters; 
restrictive engineering qualifications of product, services, and source; limited 
or exclusive know-how and facilities; crash or long leadtime requirements, en- 
tailing overlapping research, prototyne, and production programs. 

Certainly, those even slightly familiar with the complexities of modern weapons 
technology are agreed that one method of procurement cannot satisfy all weapons 
needs. 

Now, this is eminently manifested by the fact that despite the limitations of 
the law, the military still employs negotiation for 85 percent of its commitments. 

y no means is this capricious, or an effort by the service to evade the intent of 
the statute. Rather, it is the result of the procurement demands themselves. The 
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nature of these requirements precludes advertised bidding, even though the lay 
promotes it. However, what the military can do in fitting procurement method 
to the task, cannot be done by industry. To begin with, the military procures 
after the necessary budget dollars have been appropriated by the Congregs, No 
further review or approval by the Congress is required on a contract by contract 
basis. Hence, the military monitors itself on specific transactions, and may use 
its judgment as to what is to the Government’s best interest. Private contrae. 
tors, however, may procure only after specific purchases and subcontracts have 
been submitted to the military for approval. As a consequence they 
are regulated rigidly, and restricted in their ability to use judgment or opinion, 
Clearly, it is a case of the military interpreting the law loosely for its Purposes, 
but applying it strictly down below. 

Industry procurement practices reflect the regulations, policies, and instructions 
applicable to armed services procurement. These are imposed upon ‘prime ang 
subcontractors by— 

Contracting officers at the time of contract negotiation or award; admin. 
istrative contracting officers in reviewing and approving (or disapproving) 
engineering, production, or cost considerations; procurement survey and 
audit teams operating within the military services; procurement survey ang 
audit teams of the General Accounting Office. 

The controls they establish are continuous and to the letter of the book. They 
establish the basic ground rules by which all contractors and subcontractors 
to the military operate. 

The result is often routine and mediocre procurement, done strictly to comply 
with the wishes of the contracting officer, or to avoid criticism at a later date, 
Competitive bidding—even the extreme form of sealed bidding—is recognized 
as the safest way to buy. Contracts are awarded on the basis of the low bid, 
because these are the easiest to sell for approval. Factors other than price, 
such as engineering and manufacturing capability and know-how, product relia. 
bility, service, and support are subordinated to dollars and cents quoted, because 
they are difficult to prove. If sources are not equal, they are assumed to be, in 
order to obtain competitive bids. If only one source is available, others must 
be invited nonetheless. Always the burden is on the contractor to justify devia- 
tions from competitive bidding and low-bid award. As a consequence, judgment 
is stifled, and a mechanical procedure looked to for decisions. Inevitably, vital 
procurement objectives are jeopardized or delayed. 

Following are typical illustrations of industry practices resulting from these 
imposed yardsticks of the law: 

1. Invitations to bid to sources with little or no experience on the procurement 
in question because “the contracting officer insists on at least three bids”. 

Recently a blue-sky R. & D. procurement entailing sizable dollars would not be 
approved by the contracting officer until competition in the form of other bidders 
was introduced. Although the prime’s engineering and procurement people had 
evaluated the desired source, the contract would not be approved until competi- 
tive bids were obtained. Other sources, with less experience in this highly spe 
cialized field were finally invited, and underbid the preferred source. Again, 
the contract would not be approved unless it were given to the low bidder. Under 
the pressure of schedules and the contracting officer, the contract was placed 
with the low bidder. He failed badly, with the loss of hundreds of thousands of 
dollars, and incalculably precious leadtime. 

2. Disregarding of factors like application engineering and preliminary design 
effort; caliber and efficiency of field services engineering and spares support a 

the bid evaluation stage, because these cannot be sold to the contracting officer 
for his approval. 

In competitive bidding, dollars quoted are evaluated against dollars quoted 
and other things are “assumed” equal. It is difficult—if not impossible under 
Government contract cost principles—to evaluate factors like service, support, 
application engineering, etc., through the bid process for any specific transaction. 
These can only be determined in the light of experience, and appraised through 
the exercise of sound judgment. The “book,” as interpreted by the contracting 
officer or the General Accounting Office, frequently ignores both criteria. As& 
consequence, the contributions to procurement value made by suppliers are re 
duced, and the lowest bid is the “competitive” one. 

3. Preparation of detailed specifications, even on vendor-designed items, 80 48 
to permit competitive bidding, with the result often duplicate and overlapping 
engineering responsibility, lost leadtime, and a tendency for suppliers to bid to 
the minimum requirements of the specification. 
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This is particularly apparent on QPL items, where the military has established 
the specifications, and insists upon their use by systems designers. However, 
advanced systems often call for advanced components, and QPL standards may 
be inadequate for the purposes intended. Yet, so long as the military insists 
upon competition and the use of QPL components, all suppliers, regardless of 
their design features above the spec, are considered “equal.” Indeed, there is 
a penalty to the vendor who designs for performance and reliability qualities 
over and above the minimum standards. His price is apt to be high, and his 
selection subject to disapproval, either because he is a “sole” source, or “non- 
competitive.” The result to the bid buyer, because of this prejudice, is early 
component failure, frequent replacement, and unnecessary delay and expense. 

4, Placement of vague and ill-defined research and development on fixed-price 
contracts because these may not require contracting officer approval. 

On CPFF prime contracts, CPFF subcontracts of $25,000 or more must be sub- 
mitted to the contracting officer for his approval before they can be placed. On 
fixed price subcontracts, the military, after review of procurement procedures, 
may permit the prime to procure up to much higher dollar value without con- 
tracting Officer approval. The result is that much R. & D. is placed on fixed 
prices, rather than on some other contractual basis, despite the fact that the 
requirements of the procurement demand it. In some instances, fixed prices are 
inflated to cover all possible contingencies. In others they are unrealistically 
low. In most, they frustrate cooperation and best efforts by both the prime and 
subcontractor. 

5. Delay in placing of necessary purchases and subcontracts because the con- 
tracting officer has not signed the procurement documents submitted for his 
a al. 

ane contracts with the highest weapons priority are jeopardized in their 
ability to meet schedules because of blind adherence to the letter of the “book” 
by administrative contracting officers. On one such prime, subcontracts were 
held up for 3 to 6 months by the ACO because they “lacked competition.” This 
was despite the fact that the procurements were for advance-of-the-state-of-the- 
art R. & D., and leadtime was of the essence. On another prime, essential engi- 
neering and manufacturing efforts were held up for 2 months, because of mili- 
tary delays at the plant level in signing off inspection, engineering change, and 
property disposal documents. In both cases cited, undoubtedly lack of military 
personnel was a contributing factor, but primarily the problems stemmed from a 
rigid interpretation of the “book,” and a fear of criticism that stifled judgment. 

6. Competitive bidding on items worth few dollars (or pennies), where the 
cost of the bid procedure is more than the value of the item itself, and the time 
consumed in the purchase process out of all proportion to its worth. 

Examples are numerous of where petty items can be procured through local 
outlets, and paid for in cash on the spot, are bid, competitively over wide geo- 
graphical areas, and bought through a complex and time-consuming purchase 
process. 

7. Small quantity, repetitive buying, through competitive bidding, on CPFF 
primes with resulting conditions of lost leadtime, shortages, high prices, and 
excessive inventories. 

On CPFF primes, materials are bought and charged to the contract. The 
military discourages inventory because of fear of obsolescence, and to conserve 
funds. The prime contractor will not invest in inventory for the same reasons, 
and because there is no allowance in his fee for the added risk. The result 
is that material is bought, and charged to the contract “as released”. Each 
“release” is considered as a new procurement, and the “book” is followed 
accordingly. Hence, competitive bids are sought; approvals requested; and 
the formal procurement procedure followed as before. The waste of time and 
money is appalling. 

Now, the practices described above are not isolated ones. They are common 
and persistent, and are recognizable to anyone experienced in the industry. 
Sad to relate, they are found only in our defense industries. Commercially, 
they would not be tolerated. They are inefficient, uneconomical, and wasteful, 
and would be rooted out by any business-minded management. Yet, in the 
face of a terrifying threat to our national security, we not only condone them, 
but worse, encourage the controls and attitudes that gave them rise. 

Military procurement laws, regulations and policies must accept the fact that 
procurement is basically a technical-economic function; that it is performed 
Within the framework of a private, free-enterprise, profit-motivated system; 
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that it is successful only when it encourages judgment, decisionmaking, and 
taking of risk. It is the opinion of the writer that the proposed revision to the 
Armed Services Procurement Act, S. 500, submitted by Senator Leverett Sal. 
sonstall, of Massachusetts, is a sound step in the right direction. Its PULposes 
of establishing negotiation, competitive negotiation, and formal advertising op 
an equal par; of encouraging fixed price and incentive contracts; of exempting 
these from renegotiation; of eliminating detailed specifications and encouraging 
performance type specifications; and of promoting operational weapons syste 
procurement—will undoubtedly speed up leadtime and reduce cost at the Goy. 
ernment-prime contractor level. Further, they will alter the language of the 
“book,” and permit a more realistic climate for efficient procurement at the 
prime-subcontractor level. For it is here that procurement suffers most becange 
of deficiencies in the present law. To the extent that this is achieved, oy 
weapons development will be achieved with minimum cost and time. 
Respectfully submitted. 
Louis J. DeERosz, 
DeRose and Associates, 


New York, N.Y., July 31, 1959. 

Senator SaLTonsTALL. The committee has received statements and 
requests to submit statements for the record from Senator Case of 
New Jersey ; Senators Sparkman and Smathers, jointly, for the Select 
Committee on Small Business; the Aerospace Industries Association; 
the American Society of Civil Engineers; the Smaller Business Agsgo- 
ciation of New England, Inc.; the Machinery and Allied Produets 
Institute; the Raytheon Co.; Mr. Carl L. Shipley; Mr. Charles PD, 
Pe; Mr. Dan Foley, president of Meteor Aircraft Products, Inc,; 
and General Electric Co. 

Without objection, the statements from these Senators and organiz- 
tions and persons will be inserted in the record. 

Senator Sarronstaut. It is possible that the subcommittee will 
decide to print the hearings that have been conducted thus far asa 
basis of further study. Since this subcommittee will conduct for the 
Armed Services Committee of the Senate the study of procurement 
that this committee is directed to perform under the act extending the 
Renegotiation Act of 1951, there will be an opportunity to consider 
additional information bearing on these bills. 

If there is no further evidence to be submitted this morning, the 
subcommittee will be in recess subject to the call of the Chair. 

The acting chairman thanks the gentlemen who were present for 
their testimony and for their interest. 

(Whereupon, at 12:10 p.m. the subcommittee was recessed, subject to 
call of the Chair.) 


(The statements submitted for the record and referred to above 
follow :) 


STATEMENT BY. HON. CLIFFORD P. CASE, U.S. SENATOR FROM THE 
STATE OF NEW JERSEY, IN BEHALF OF S. 1383 AND S. 1875, RELATING 
TO DEFENSE PROCUREMENT 


S. 1383 and S. 1875, in which I have joined in sponsoring, are designed to et 
courage the greatest practicable use of competitive bidding in the procurement 
of property and services by the Armed Forces. S. 1875 also seeks to establish 
a congressional policy that the economy of each section of the country be mail 
tained at a level which can support defense procurement and that, insofar as is 
consistent with the national security, defense needs, and the nature of the pre 
curement requirement, a fair proportion of defense procurements be placed with 
small business concerns and a fair proportion also be placed with concerns le 
eated in areas of substantial labor surplus. 
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It has long been, of course, the declared policy of the Congress that Govern- 
ment contracts should be awarded on the basis of formal advertising and com- 
petitive bidding. Admittedly this is not always desirable nor practicable for 
reasons of security or other considerations. Use of negotiated contract in such 
eases is therefore provided for. But it has surely been the intent and hope of 
Congress that such contracts should be the exception rather than the rule. 

Justifiable or not in all cases, the fact is that the negotiated contract seems to 
have become the rule and the open competitive bid the exception. As you know, 
at present only 15 percent of a total of $21 billion defense procurement is 
awarded on a basis of competitive bidding. 

It may well be that at least a large portion of defense procurement will have 
to remain on a negotiated basis. But this only makes it the more important te 
my mind to assure that the procedures used in such negotiations will provide 
some element of competition. Our bill, 8. 1875, sets out in section 4 specific 
procedures designed to this end. 

The bill also aims at bringing greater dispersal and a better geographic bal- 
ance in the distribution of defense work. Congress some years ago recognized 
the importance of assuring a fair proportion of procurement awards to small 
pusiness. Surely the same considerations that underlie that policy apply to 
maintain the economy of the various sections of the country. There are unfor- 
tunately still a number of areas including several in my own State of New 
Jersey where a surplus of labor exists. Certainly the economic welfare of these 
areas and their people is justly a matter of national concern. 

§.1383 is designed to strengthen the use of competitive bidding through the 
establishment of specific standards governing the use of negotiated contracts for 
defense procurement. It would also require fuller reporting to the Congress 
and to the Attorney General on the use of such authority. 

Its broad purposes are neither novel or controversial. Rather the bill is by 
way of an effort to assure more effective implementation of long-established 
policy goals. 

Admittedly the reporting requirements set out in the bill may impose some 
additional administrative burden. But the additional work will be more than 
justified by the benefits that can reasonably be expected from enactment of the 
pill. The requirement for reporting would in itself help to focus greater atten- 
tion on the importance of making certain that resort to negotiation is clearly 
warranted in the circumstances of a particular case. It would also provide 
timely information not now available to the Congress to guide it in carrying 
out its responsibilities. 

It is my earnest hope that the committee will report favorably upon these 
bills. 


STATEMENT OF HON. JOHN SPARKMAN, U.S. SENATOR FROM THE 
STATE OF ALABAMA, AND HON. GEORGE A. SMATHERS, U.S. SENA- 
TOR FROM THE STATE OF FLORIDA, JOINTLY, FOR THE SELECT 
COMMITTEE ON SMALL BUSINESS 


August 14, 1959. 
Hon. Strom THURMOND, 
Chairman, Subcommittee on Procurement, 
Senate Armed Services Committee, 
U.S. Senate, Washington, D.C. 

Deak Mr. CHAIRMAN: We appreciate the opportunity of expressing our views 
on the procurement legislation presently under consideration by your special 
subcommittee. While the views contained herein do not necessarily reflect 
those of all members of the Senate Small Business Committee, many of the 
ideas are contained in a unanimous report just filed by the committee on the 
subject of “Small Business Participation in Defense Subcontracting.” 

Although the special subcommittee of the Armed Services Committee is con- 
sidering at least three bills on the subject of military procurement, our remarks 
will be limited for the most part to S. 500, because it is the most comprehensive 
of the three and because special attention has been devoted to S. 500 by our 
committee. 

At the outset, let us say that we believe that modifications to the Armed Serv- 
ices Procurement Act of 1947 are badly needed, that the methods by which 
defense Supplies and services are currently purchased have tended to digress 
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from the relatively simple methods prescribed in the act, and that 8. 500 ep. 
siders most of the provisions which, in our judgment, require further legislatiye 
study. The author of this bill is to be commended for having laid a basis 
around which this study can be focused. 

The objectives of S. 500 are to decrease leadtime and to promote greater eg. 
ciency in military procurement. These are laudable but we feel a third should fg 
added if Congress is to be consistent with policy often enunciated in the pag, 
That concerns the economic considerations, particularly the congressional policy 
toward awarding a fair proportion of Government contracts to small business 
concerns. This policy was tast stated in section 2 of Public Law 85-536, the Sma 
Business Act of 1958. To our way of thinking, the congressional small business 
policy is more all-inclusive than the laudable goal of offering equitable oppor. 
tunity to small defense plants. It envisages the whole concept of really free 
competition and rests on the demonstrable premise that smaller firms can oftey 
produce military items at less cost than the larger firms, thereby reducing the 
tremendous financial burden of national defense. In this respect, we think that 
the proposed legislation will require modification and further refinement. With. 


out going into every provision of the bill, we shall discuss some of the major | 


provisions which, in our judgment, have a profound relevance to the objectives 
of the above congressional policy. 

1. Section 3(a) of the bill would equate competitive negotiation with procure 
ment by formal. advertising. Competitive negotiation is defined in the bill as 
negotiation carried on with at least two sources. It would not require justifies. 
tion under any of the 17 exceptions to formal advertising presently contained jp 
section 2304(a) of the act. The effect of this would be that these exceptions 


would probably not be used except in those instances where a single or sole source | 


is solicited. The act, as amended, would allow the freedom to purchase from a 


single source, without any semblance of competition, to the same extent that the 


law as presently worded allows any negotiated procurements. As you know, the 
military services negotiate approximately 85 percent of their dollar awards, not- 
withstanding the fact that advertised procurements are supposed to be the rule 
and negotiation the exception. With respect to procurement actions, as opposed 
to dollars, the military services negotiated 465,517 contracts during fiscal year 
1958 and advertised contracts numbering 273,811. More important than whether 
advertised or negotiated procurement should be utilized is the basic question of 
the extent of competition obtained in the purchase of supplies and services with 
public funds. It should be noted that of approximately $15 billion spent by the 
Department of Defense in the first 9 months of fiscal year 1959, more than $10 
billion was disbursed without price competition. These figures are more detailed 
in the report for this period issued by DOD. 

The fundamental issue, then, is to arrive at more precise and refined language 
in the legislation so that, irrespective of the method of procurement employed; 
the maximum price competition, consistent with defense requirements is pro- 
vided. In this way the Government will come closer to the efficiency sought in 
the proposed legislation, while, at the same time, assisting in carrying out the 
congressional small-business policy. In order to enunciate this aspect more 
fully in the law, in light of the need for a great amount of negotiation in modem- 
day defense procurement, more stress on competition in negotiated actions is 
required. The bill seeks to achieve this end. 

We feel, however, that the definition of this new term in the law should be 
restricted to require the solicitation of at least four sources, that price be a central, 
though not necessarily controlling, factor in competitive negotiation and that 
advertised procurements be required under fixed circumstances. These stated 
conditions for advertised actions should broaden the use of this method. I 
such procurements, competitive negotiation would not be permitted as a substi- 
tute for advertised actions. 

It should also be noted that smaller firms received 53 percent of the dollars 
let on advertised actions and only 10 percent of those negotiated. Of the se 
called small-business potential, however, small business received an almost equal 
dollar amount on advertised and negotiated contracts. This consideration re 
mains somewhat suspect, however, in light of the Department of Defense def: 
nition of small-business potential as those contracts which are offered to small 
business. 

2. Section 4(e) of the proposed legislation provides for the use of performance 
specifications whenever practicable rather than specifications in terms of desiga 
and manufacturing detail. This will further reduce procurement by formal at 


vertising and may tend to discourage the flow of sound procurement informatio | 
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to the buying agencies of the Government. You are well aware, we are sure, 
of the efforts presently being made by the Defense Department to establish a ecard 
system for specifications. This, and other steps toward obtaining procurement 
information, would be compromised if Congresss expressed itself as this provision 
js now worded. Again, we realize that it is sometimes necessary to utilize per- 
formance specifications. Particularly is this true in development contracts and 
possibly on first production runs of some of the complex end items. Further- 
more, it is said that industry has sometimes been hamstrung by being required 
to follow massive specifications for items it could better manufacture if it were 
jeft to its own knowledge and ingenuity. Probably some of the most flagrant 
abuses in this area were brought out by the distinguished Senator from Massa- 
chusetts when he introduced this legislation. 

On the other side of the coin, however, is the fact that the Government needs 
the specifications, and not just a repair manual, to carry out its maintenance 
functions. In addition, according to some of the experts, inventory control de- 
mands that a maximum number of specifications be on hand. Finally, somewhere 
along the line, design specifications have to be drawn up by the manufacturer 
and these should be made available to the Government, under appropriate re- 
strictions to protect whatever proprietary rights the manufacturer may have, so 
that subsequent procurements may be more intelligently made. Notwithstand- 
ing the desirable objectives sought by this section, we are afraid that it does not 
adequately treat another of the very complex and basic procurement problems. 
A major need in this whole area of specifications is for industry and the Govy- 
ernment to work out proper standards that will at once protect the legitimate 
interests of manufacturers and provide the military services with data to be 
made available to the Government under appropriate degrees of restriction. 

Our committee has found over the last several years that one of the primary 
reasons that advertising (and thus price competition) is not utilized to a greater 
degree, is that the services have failed to obtain all the drawings and specifica- 
tions to which they were clearly entitled under the terms of the contracts. Cer- 
tainly specifications should be kept as simple as circumstances will permit, but 
this should not mean an inclination toward performance specifications when ap- 
propriate and simplified design specifications are or should be available for maxi- 
mum competition. We recommend, therefore, that consideration be given to the 
problem of drawings and specifications and other engineering data required by 
the Government and that this provision of the bill be expanded to express the 
need for simple specifications of whatever type which will allow the maximum 
competition among qualified sources. 

8. Section 7 of the bill, setting forth standards for use of the weapon system, 
is objectionable as it now reads. It would, in our judgment, legitimatize a pro- 
curement method in a way that this committee has traditionally opposed. There 
are, as you know, many forms of weapon system contracting, varying among the 
services and even within them. For example, the Assistant Secretary of the Air 
Force told our committee last year that he considered it necessary to get back 
into Government-furnished equipment more and more items as fast as they can. 
The Chief of the Navy’s Bureau of Ordnance told us of the variations in weapon 
system used in the Polaris procurement. And your committee was told by Gen- 
eral Thurman just a few weeks ago that the Air Force expected to play a greater 
part in administering its contracts than heretofore. Since this testimony was 
given, the Chief of Staff of the Air Force has implemented this type of policy. 
The type of service responsibility we should like to see exercised is a teamwork 
coordination between military service and contractor in the administration of 
contracts of the weapon system type and size. 

Weapon system contracting, as we understand it, is a natural outgrowth of 
the development of systems engineering and is a vast improvement over what 
was known as the black box era in electronics. Certainly the procurement offi- 
cials and the Congress can ill afford to turn their backs on such scientific devel- 
opments. A recognition of systems engineering concepts is, then, imperative in 
procurement of complex defense items. It should not be accepted as inevitable, 
however, that this concept must lead to further concentration of the defense in- 
dustry as efforts are made to obtain greater coordination of industry in develop- 
ing and producing a weapon system. Far too much concentration has resulted 
from this method of procurement. Far too little use has been made of smaller 
firms (such as the witness recently before you, Acpustica Associates), as sub- 
system prime contractors to the Government. Finally, little emphasis has effec- 
tively been placed upon the subject of sound subcontracting practices in light of 
Weapon system buying. On the latter point, we have just recently introduced a 
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defense subcontracting bill (S. 2487) designed to alleviate some of the diffiey. 
ties brought about by contracting in such large dollar value contracts. 


In order to improve this section of the bill, we feel it should be amended to WwW 
require direct procurement by the Government of subsystems, subassemblies “Ss 
major components, and the like in one or a very few prime contracts. In addi. | fact 
tion, early breakout of components should be required so that subsequent pro | man: 
curements of such items can be made,with maximum competition. Another major | _ largt 
complaint heard by our committee is that the Government all too often makeggyp. | _ erati 
sequent procurements from the first supplier, usually on a sole source basis in ix 
without making sufficient effort to maximize competition for those buys. This js Se 
costly and violates the congressional policy mentioned earlier. Your committee his b 
should also study whether the use of weapon system contracting, should be re has! 
stricted in its use to something less than that proposed in section 7 of 8. 500. In Se 
other words, the bill might well limit this type of contract to the first production ment 
run so that components may be broken out for open competition at the earliest 
opportunity. 


4. Sections 5(c), 7(e), and 7(f) bear directly on the extent of small-business 
participation in weapon system buying at the subcontract level. In addition 
to the comments made directly above which should result in engendering smal] 
business competition in the prime contract area, we feel that our bill on defense 
subcontracting appropriately assists potential subcontractors. The basic neces. 
sity is to provide, by properly administered legislation, a subcontracting climate 
in which all firms, regardless of their size, can fairly and equitably compete, 


Finally, with respect to weapon system buying, we believe that each military W 
service should have adequate competence to participate to a greater degree in ment 
the technical and administrative decisions that necessarily have to be made fore, 
during the course of a contract. The exact extent to which the Government prov 
should participate in these decisions is a matter for further study. While the | real 
military services rely, perhaps properly in many cases, upon the expertness of the 1 
their large contractors for major decisions involving defense weapons, Con- tech! 
gress will nonetheless, in the last analysis, look to the services, and not to in- : 
dustry, for meeting their own responsibility which should not be delegated Poli 
away. Ww 

5. Our last comment on §S. 500 is a general one. It concerns the fact that cure 
several sections in the bill would dilute, if not abolish, certain responsibilities thing 
which have been placed upon the Small Business Administration by Public Law achi 
85-536. Specifically, section 4(a) would diminish the authority of SBA with by t 
respect to set-asides as provided for in section 15 of the Small Business Act oppo 
of 1958. Section 5(c) is subject to the same objection as regards set-asides of most 
subcontracts, and finally, section 6 provides that authority of the head of the Com 
agency may be delegated in almost every instance. Sections 4(a) and 5(e) Ww 
should be clarified to indicate that the authority granted therein is intended to fc 
supplement, and not to replace, the authority pertaining to joint determination ah 
set-asides expressed in section 15 of the Small Business Act of 1958. This should lems 
be a part of the law and not appear only in the legislative history. Based on we ‘ 
our experience this is a necessary change if we are to sustain the authority in whe! 
this field granted to the one agency of Government whose purpose is to pro- this 
mote the small business firms of this Nation. thou 

These are our comments on S. 500 and we, as Senators who have sought for cont 
many years to improve military procurement and to expand small business op thos 
portunities, appreciate the opportunity to express these views. cour 

Sincerely yours, WwW 
JOHN SPARKMAN, resp 

Chairman, Senate Small Business Committee. more 

GEORGE A. SMATHERS, rece 

Chairman, Government Procurement Subcommittee. reso’ 

und 

ther 

STATEMENT OF AEROSPACE INDUSTRIES ASSOCIATION “st 

The Aerospace Industries Association represents 77 companies, engaged in the of t 
manufacture of airframes, powerplants, propellers, and related components, and, | are 
to an increasing degree with the advent of the space age, missiles and rockets. who 
It is one of the largest industry groups engaged in defense contracting. Col revi: 
sequently, we are extremely interested in any proposed change in existing laws | Sect 


relating to defense procurement, such as 8S. 500, S. 1383, and S. 1875. cond 
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8. 500 


We are quite aware that, as Senator Saltonstall stated in introducing this bill: 

“Successful performance of the task of military procurement depends on many 
factors. The amount of money appropriated by the Congress and the fiscal 
management applied to its expenditure by the executive branch loom as very 
large factors. Not less considerable in its significance is the quality of the op- 
erational management of procurement, both within the military departments and 
in industry.” 

Senator Saltonstall pointed out that it is with this management problem that 
his bill attempts to deal. This is an important part of mililtary procurement that 
has not been given appropriate recognition in existing law. 

Senator Saltonstsall suggested, also, that the potential benefits from enact- 
ment of the bill would be— 

(a) A reduction in time-consuming, detailed supervision of military pro- 
duction contracts. 

(b) The establishment of incentives to promote the fullest utilization of 
industrial ingenuity. 

(c) Management responsibility for industry’s part in weapons develop- 
ment coordinated by industry. 

(d) Increased speed and efficiency in weapons development and produc- 
tion. 

(e) Reduction of paperwork and ultimate savings to the taxpayer. 

We are in complete agreement with these objectives and believe that enact- 
ment of the bill will go far toward their accomplishment. This industry, there- 
fore, gives its full support to S. 500 as representing a positive approach to im- 
provement of the procurement process. We believe that the bill exemplifies a 
real recognition of the changes which have occurred over the past 10 years in 
the nature of the property and services purchased as well as in the procurement 
techniques used by the military departments. 


Policy declaration 


We are particularly gratified to see the proposed inclusion in the basic pro- 
curement law of a broad affirmative declaration of policy which, among other 
things, stresses the importance of a strong and competitive industrial base in 
achieving the Nation’s defensive strength. We believe, too, as further expressed 
by the proposed policy, that small as well as large business must be given full 
opportunity to use their respective strengths and skills in order to achieve the 
most efficient accomplishment of the Nation’s defense needs. 


Competitive negotiation 


We think important also the recognition which this bill gives to the concept 
of competitive negotiation as a necessary corollary to formal advertising. In 
our industry, we are particularly familiar with the difficult procurement prob- 
lems which are incident to the purchase of highly complex equipments. While 
we are in full agreemnet that formal advertising should continue to be used 
wherever practicable, we know that there are certain procurements for which 
this technique is quite inadequate. The development of systems containing 
thousands of parts, some of which may not have even been conceived when a 
contract is awarded, requires use of procurement criteria quite different from 
those used in purchasing a quantity of ping-pong balls. These facts have, of 
course, been recognized by the Department of Defense. 

We suggest the clarification of the proposed new section 2305(b) (2) in two 
respects. The term “discussions” is broad and conceivably could consist of no 
more than a conversation with an offeror confirming that his proposal had been 
received. Also, confining activity after receipt and review of proposals to the 
resolution of “uncertainties” relating to the purchase would, in our opinion, 
unduly restrict the Government in its dealings with offerors. For example, if 
there were no uncertainties in the solicitation or in the proposals, we would 
construe the section as prohibiting the Government from negotiating further 
in a situation in which the offers were considered too high, or were in excess 
of the amount available for obligation. We do not believe any such results 
are intended. We suggest also that the proviso requiring that “all offerors with 
whom such discussions are conducted shall be afforded equal opportunity to 
revise their proposals” could be deleted without affecting the substance of this 
section. We would certainly agree that offerors with whom negotiations are 
conducted should be fairly treated and would assume that this subject would 
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be covered in detail in the regulations which are to be issued by the Secreta 
of Defense. It would appear, however, that if the proviso is retained in thin 
section, it would require the Secretary of Defense to issue regulations maki 
mandatory the receipt of revised proposals whenever discussions or negotia- 
tions are held with one or more offerors. Literally interpreted, this require. 
ment could lead to the submission of a multiplicity of revised proposals ag ne. 
gotiations proceeded. We are fearful that this section could thus lead to serious 
delays in the decision-making process. For the foregoing reasons, we suggest 
that the proposed section 2305(b) (2) be revised so as to read as follows: 

“(2) In reviewing and evaluating proposals received, the agency concerned 
shall conduct such oral or written negotiations with one or more offerors as it 
deems necessary for the purpose of obtaining the most advantageous purchase 
by the Government, price and all other factors considered. 


Performance specifications 


This subsection requires that property to be procured under this act shall be 
identified in the simplest manner possible and that, whenever practicable, per- 
formance specifications should be used in lieu of design specifications. We cer. 
tainly concur in the need to use the simplest terms possible to describe the 
Government’s requirements. The use of performance specifications would in 
many instances go a long way toward simplifying the procurement processes, 
In some cases, however, the nature of the property to be procured is such that 
its description in terms of design characteristics would permit potential suppliers 
to be placed in a position to submit bids which would be more nearly comparable 
and, therefore, more competitive. 

We recommend, therefore, that this subsection be modified so as to permit the 
use of performance or design specifications or a combination of both, as may be 
appropriate. 


Small business 


We support the policy of insuring that a fair share of defense business shoula 
be placed with small business, and we feel certain that the members of this 
industry can carry out—and in fact have carried out in the past—the objectives 
of the bill in this regard. 

We believe that in implementing the small business provisions and, in par- 
ticular, the proposed section 2306(f), careful judgment is essential to assure that 
the other principal objectives of the bill are not compromised—i.e., economic and 
efficient procurement, full utilization of the Nation’s scientific and industrial 
resources, maximum performance, reliability, and expedited delivery. 


Operational systems 


Section 7 of the bill would give, for the first time, statutory recognition to 
the rather recently evolved weapon system procurement concept. This is con- 
sidered highly desirable as, appropriately employed, this method of purchasing 
ean result in expedited delivery and increased quality and performance at 
reduced cost. 

It should be recognized, however, that this technique—by whatever name it be 
ealled—is of fairly recent origin and is still in an evolutionary state. 

The bill, in requiring the designation of a single system manager and, except 
where a determination to the contrary has been made, a single prime contractor, 
in our opinion unnecessarily limits the flexibility necessary to successful employ- 
ment of an evolving technique. 

We, therefore, favor a revision of the bill so as to grant to each agency head 
the authority to determine how the system shall be managed and whether a single 
contractor or several contractors shall be responsible for production without the 
requirement of a formal! determination. 

The bill provides in the proposed section 2389(e) (2) that each contract for 
the procurement of an operational system shall require the prime contractor, 
in selecting subcontractors, to provide opportunity for such competition among 
persons interested in becoming subcontractors thereunder as is consistent with 
efficient procurement. 

It appears to us that the language does not fully recognize the team concept— 
i.e., the submission of proposals which are predicated on the utilization of specific 
subcontractors for certain portions of the system. This concept has been en- 
couraged by the DOD and we believe it has an important part to play in the 
procurement of advanced operational systems. 
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Therefore, to prevent any possible misinterpretation and to clearly recognize 
the team concept in procurement, it is recommended that the proposed section 
9389(e) (2) be revised so as to read as follows: 

“(2) in the selection of subcontractors thereunder to provide opportunity for 
such competition among persons interested in becoming subcontractors thereunder 
as is consistent with the efficient procurement of the property and services needed 
by the contractor: Provided, however, That this section shall not prohibit sub- 
contracting arrangements proposed by prime contractors and accepted and 
approved by the agency concerned as an element of the prime contractor’s overall 
proposal.” 

Renegotiation 

In dealing with the subject of renegotiation, this bill correctly recognizes that 
renegotiation is necessarily and directly related to the broader subject or procure- 
ment generally, and that unless the legislation on these two subjects is consistent, 
one may defeat the objectives of the other. Accordingly, it is hoped that the 
studies which the Senate and House Committees on Armed Services have been 
directed to make of the administration of the Renegotiation Act will be full and 
complete and that there will be included a comprehensive appraisal and analysis 
of the renegotiation process and its compatibility with the operations, use, and 
effectiveness of the various procurement policies, practices, methods, and tech- 
niques of the Defense Establishment. 


8. 1383 


We do not favor enactment of S. 1383 in lieu of S. 500. With two exceptions 
which will be discussed, this bill would not make any material change in exist- 
ing law. From a practical standpoint, formal advertising and negotiation would 
continue to be conducted under statutory provisions substantially the same as at 

resent. 
; One exception to existing law is the requirement proposed in the bill that the 
Secretary of Defense issue uniform regulations for the guidance of the armed 
services with respect to negotiated purchases. This is a desirable objective with 
which we are in complete accord. We wish to point out, however, that statutory 
authority to accomplish this objective is not required and that existing regula- 
tions of the Secretary of Defense are designed to accomplish this purpose. 

The other exception is contained in section 2(a) of the bill which would require 
the head of an agency to transmit to the Attorney General a full and complete 
statement of the facts and circumstances upon which it was determined that 
certain purchases should be negotiated. The Attorney General would then be 
required to make certain determinations and investigations and reports to the 
Congress. The objective of this section apparently is to prevent or minimize 
unlawful restraints and monopolies. We believe the provisions would place an 
undue burden upon the agency heads as well as the Attorney General. In view 
of the nature of the particular negotiated procurements which would be the 
subject of such reports, we believe the Attorney General’s office would be unnec- 
essarily flooded with many thousands of such reports. At best, reports should 
be made to the Attorney General in such cases only when the agency head con- 
siders that there is evidence of a violation of the antitrust laws, as is now pro- 
vided under existing law with respect to formal advertising. If the committee 
concludes that legislation should be enacted on the subject of the exceptions we 
have discussed, we recommend that appropriate provisions, in the light of our 
comments, be included in and enacted as a part of S. 500. 


8. 1875 


We do not favor enactment of S. 1875 in lieu of S. 500. The major difference 
between the two bills is in the declaration of policy and certain other sections 
specifically related thereto. The Javits bill (S. 1875) provides that a proportion 
of all purchases be placed in areas having a substantial labor surplus. It also 
proposes, in awarding contracts, to foster consideration of geographic areas, based 
on strategic and economic desirability. It further proposes that invitations to 
bid may be limited to specified areas and the apportioning of business among 
suppliers to take care of those with relatively smaller proportions of contracts. 

The stated purpose of this bill is to strengthen the economy of the United 
States and the economy of each section of the country, but we do not believe that 
appropriations made for defense procurement should be used to accomplish this 
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purpose at the expense of the defense effort. We believe that the normal! 
workings of competition provide the Nation’s greatest strength. Allocations of 
business between suppliers, without regard to capability, efficiency, price, 
quality, time, and other essential factors will not only adversely: affect defense, 
but also the overall economy. To impose upon contracting officers the burden 
of reviewing bidder’s contract loads or of evaluating the desires or needs of 
one area of the country against another is contrary to good purchasing practice 
and might lead to undue pressures and actions inconsistent with the best inter. 
ests of the nation. 

The importance of small business to defense is established but to divide 
business geographically or among suppliers is inconsistent with important prin- 
ciples of our economic system. 

Our comments on the provisions of 8. 500 relating to competitive negotiation 
and performance specifications apply also to the similar provisions contained in 
S. 1875. 

Finally, if this bill were enacted as written, we are convinced that it would 
result in an increase in the total cost of the country’s defense program. 


STATEMENT OF AMERICAN SOCIETY OF CIVIL ENGINEERS 


The American Society of Civil Engineers respectfully recommends against 
enactment of S. 1875, a bill to amend title 10 of the United States Code “to 
encourage competition in procurement by the armed services,” because it would, 
as a practical matter, preclude an agency from awarding a contract for pro- 
fessional services, including engineering services, on any other basis than that 
of price. As Congress recognized nearly 100 years ago when it exempted such 
contracts from the statutory requirement of competitive bidding, the sound 
practice is to obtain personal and professional services on the basis of the 
qualifications of the person or firm to perform the services. It is false economy 
to award a contract for professional services on the sole basis of the lowest of 
cost proposals submitted. 

EXISTING LAW 


Section 2304(a) of title 10 of the United States Code provides that the head 
of an agency may negotiate purchases and contracts for property or services 
if the purchase or contract falls within 1 of 17 defined categories. Under sub- 
section (4) of section 2304(a) of title 10, the head of an agency may negotiate 
a purchase or contract if “the purchase or contract is for personal or pro 
fessional services.” 

BACKGROUND OF THIS EXCEPTION 


The background of this exception for personal and professional services was 
explained by the Committee on Expenditures in the Executive Departments in 
a report to the Senate dated July 2, 1946. See Senate Report No. 1636, 79th 
Congress, 2d session, pages 6-7, where the committee stated : 

“The basic statute which has regulated purchasing by the Government for 
many years is section 3709, Revised Statutes, which, in brief, requires that public 
contracts for purchases and services other than personal be let only after 
advertising for bids. The statute itself has remained unamended since its 
enactment in 1861 * * *” 

Referring to subsection (4) of section 9(a) of H.R. 6533, 79th Congress, 2d 
session, which was under consideration, the committee stated : 

“In this subsection the committee revised the language slightly to insure 
that personal services of a technical or professional nature would not have 
to be advertised for.” 

The subsection became part of Public Law 600, 79th Congress, 2d session (60 
Stat. 809), which amended section 3709 of the Revised Statutes to read as 
follows: 

“Unless otherwise provided in the appropriation concerned or other law, 
purchases and contracts for supplies or services for the Government may be 
made or entered into only after advertising a sufficient time previously for 
proposals, except * * * (4) when the services are required to be performed 
by the contractor in person and are (A) of a technical and professional 
nature * * *.” 

After holding hearings on the Armed Services Procurement Act of 1947, which 
was a comprehensive revision of the laws governing the procurement of sup- 
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plies and services by the armed services, the Senate Committee on Armed Serv- 
ices recommended that the exception from advertising in the case of contracts 
for professional services should be retained (see 8S. Rept. No. 571, 80th Cong., 
1st sess., pp. 6-7). This committee stated its conviction that there were situa- 
tions where contracts should be awarded “in the light of other—and perhaps 
more important—factors than the lowest initial price” and that in those situa- 
tions “the exercise of judgment by the purchasing officer should not merely be 
permitted but should be encouraged.” 

The committee took the position that an agency’s procurement officer should 
have clear authority in appropriate cases to negotiate a contract with another 
than the lowest bidder, as follows: 

“In view of the language in existing permanent procurement legislation ap- 
plicable to the services, one might well ask why the committee is now recom- 
mending new legislation. The committee recognizes that, standing by itself, 
much of the existing legislation providing for formal advertising, sealed bids, 
and award to the lowest responsible bidder could be interpreted as authorizing 
the exercise of sound discretion by a contracting officer so as to permit him, 
in appropriate situations, to award a contract in the light of other—and perhaps 
more important—factors than the lowest initial price. However, the commit- 
tee also recognizes that during the time this legislation has been in effect a 
substantial number of strict administrative interpretations have been made, 
out of which has grown the present traditional approach that Government 
contracts must be awarded primarily on a lowest-price basis, irrespective of 
the best public interest or of lower ultimate’cost. While existing law does 
not require this result it is nevertheless a fact. Take, for example, the con- 
tracting officer who determines that a low price is less important in a par- 
ticular procurement than other valid factors, such as urgency of need, quality 
of product, or lower ultimate cost. Should he make an award on such a basis 
to someone other than the lowest bidder he is immediately placed on the de- 
fensive and must justify his action or might even be personally charged for 
the apparent excess cost. This attitude has had the only result which could 
be expected—the award of contracts in a purely mechanical way to the low- 
est bidder with no exercise of judgment or discretion on the part of the pur- 
chasing officer. The committee is firmly of the opinion that this is not in 
all cases the best way to conduct a business. During the war the interest of 
the Government has been aided, time and time again, by procurement officers 
having broader authority than that permitted by the permanent laws and 
interpretations. 

“Under present circumstances buying for the armed services is definitely a 
large-scale business and should be conducted accordingly. The committee is 
convinced that there are a number of situations in which the exercise of judg- 
ment by the purchasing officer should not merely be permitted but should be 
encouraged. For this reason, this legislation is necessary, and the committee 
has, in certain limited situations, placed expanded authority and responsibility 
in the hands of those charged with the procurement function—by spelling out 
these situations in section 2 of this act and by. providing for finality of determi- 
nation and decision under section 7. However, your committee recognizes a 
careful administration is necessary for this bill to be workable and in the best 
interests of the Government. It therefore expects strict supervision of its appli- 
cation by the responsible authorities in the various departments. Furthermore, 
the General Accounting Office will be expected to report promptly evidence of 
fraud, favoritism, or abuse under the terms of this act” (S. Rept. No. 571, 80th 
Cong., Ist sess., pp. 2-3). 

It is interesting to note that the report of the Committee on Armed Services 
of the House of Representatives included a practically identical statement pre- 
ceeded by the thought that “one might well ask why the committee has con- 
sidered and is now recommending new legislation authorizing the award of 
contracts on a basis other than price.” (See H. Rept. No. 109, 80th Cong., 1st 
seSs., p. 17.) 

S. 1875 is not consistent with the public interest that contracts for professional 
Services should be negotiated on the basis of the qualifications of the person or 
firm to perform the services required. 

S. 1875 would subject an agency’s existing authority to negotiate a contract for 
professional services “to the policy declared in section 2301(a) of this title 
requiring competitive negotiation.” The bill defines “competitive negotiation” 
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as “negotiation as prescribed by section 2305(b) of this title.” If S. 1875 became 
law, section 2305 (b) would read as follows: 

“(1) Whenever competitive negotiation is required under section 2304 of this 
title, the solicitation of proposals shall be made from two or more sources ip 
sufficient time before the purchase or contract. The specifications and requests 
for proposals shall permit such competition as is consistent with the procurement 
of the property and services needed by the agency concerned. 

“(2) After receipt and review of proposals, such oral or written discussions 
shall be conducted as may be necessary to resolve any uncertainties relating to 
the purchase, including the price to be paid: Provided, That all offerors with 
whom such discussions are conducted shall be afforded equal opportunity to 
revise their proposals. 

“(3) Award shall be made with reasonable promptness by written notice to 
that offeror whose proposal will be most advantageous to the United States as 
determined by the head of the agency. However, all proposals may be rejected 
if the head of the agency determines that rejection is in the public interest, 
In the event award is made to other than the offeror offering the lowest price, 
an explanation of the basis for the award shall be furnished to each lower offeror 
upon request, and a written justification for such award shall be made a part of 
the contract file.” 

While the meaning of “competitive negotiation” in S. 1875 is not altogether 
clear, it appears to us that the primary purpose of this bill is to insure that 
awards of contracts for property or services are made to the lowest bidder unless 
it appears to the head of an agency that the contract should be awarded to one 
bidding a higher price. 

This is extremely disturbing to us. In the first place, insofar as S. 1875 defines 
“competitive negotiation” in terms of solicitation of proposals from two or more 
sources, it is clear, despite the awkward language employed, that the sponsors 
of this bill envision the submission of price proposals. It is noted that no 
distinction is made between contracts for property and contracts for personal 
or professional services. 

Secondly, the requirement in proposed section 2305(b)(3) for a written justi- 
fication of the basis for making an award to other than the low offeror would 
practically insure that the vast majority of contracts for professional services 
would be awarded solely on a price basis. The Senate Committee on Armed 
Services explained why this is so in the above quotation from its report on the 
Armed Services Procurement Act of 1947. 

The last sentence of the quotation reads: 

“The committee is firmly of the opinion that this is not in all cases the best 
way to conduct a business” (8S. Rept. No. 571, 80th Cong., 1st sess., p. 2). 

It is the position of the society that this is never the best way to obtain 
professional services. 

The competent practice of a profession involves creative intellectual ability. 
No two engineers, for example, can be expected to render identical services. 
An engineer who has no skill, experience, or technical knowledge can underbid 
an engineer who possesses the skill, experience, or technical knowledge required 
for the job. What usually amounts to a very small apparent saving when the 
contract is awarded solely on a price basis is almost certain to be lost many 
times over as a result of inferior conception and design and added costs of con- 
struction, operation and maintenance. 

It is for this reason that the code of ethics of the American Society of Civil 
Engineers provides that it shall be considered unprofessional and inconsistent 
with honorable and dignified bearing for any member of the society to par 
ticipate in competitive bidding on a price basis to secure a professional engage 
ment. 

We feel that the public interest is served if agencies contracting for profes- 
sional services are encouraged to follow procedures essentially as follows: 

(1) Consider the qualifications of a number of firms who appear to be 
capable of meeting the requirements of an undertaking. 

(2) Select from the list one or more who are believed to be the best 
qualified, and carefully interview them separately, explaining fully the 
proposed service and carefully examining the qualifications of the firm, 
but without mentioning fee. 

(3) List these firms in order of desirability, taking into account reputa- 
tion, experience, financial standing, personnel available, whether the work- 
load already being carried will permit prompt and efficient service, and 
any other pertinent factors. 
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(4) Choose the one deemed most desirable and agree on a mutually 
satisfactory fee, this being the first time there is any discussion of cost. 

(5) In the event that it is found impossible to agree on the fee, dismiss 

the firm in writing and negotiate with the one next on the list, and so on 

until agreement is reached. 

Attention is directed to the fact that, almost without exception, the major 

Federal departments and agencies follow the above procedure for engaging 

professional engineering services and have found it to be highly satisfactory. 


CONCLUSION 


The American Society of Civil Engineers recommends against enactment of 
§, 1875 because this bill is inconsistent with the accepted and sound practice 
of obtaining professional services on the basis of a person’s or firm’s qualifica- 
tions to perform those services. 

Respectfully submitted. 

WILLIAM H. WISELY, 
Executive Secretary, 
American Society of Civil Engineers. 
Jury 15, 1959. 


STATEMENT OF SMALLER BUSINESS ASSOCIATION OF NEW ENGLAND, 
INC., BOSTON, MASS. 


To Armed Services Committee, U.S. Senate, Hon. Richard B. Russell, Chairman: 


The Smaller Business Association of New England appreciates the opportunity 
to submit a statement with regard to matters dealing with military procurement. 
Rather than speak on specific legislation, however, we would prefer to enter for 
the record our feelings concerning certain phases of procurement, and we ask 
the indulgence of the committee to this end. 


SMALL BUSINESS AS A PRIME CONTRACTOR 


Where possible we urge use of small business as prime contractors. There 
are many instances where a small business can act as prime contractor furnish- 
ing many types of goods and services. We feel that this will continue to be the 
case for much of the current smaller item procurement, and that continued 
diligence will result in small business getting its share of this type of business. 

The set-aside program in which the Small Business Administration plays such 
an important part makes it possible for small business to participate in military 
and other procurement in the role of the prime. This program should be con- 
tinued and encouraged. In our opinion the Small Business Administration does 
a much needed piece of work here and does it well. 

It may be said to be axiomatic that quality, price, and performance are 
among the main factors in the awarding of contracts. Small business will con- 
tinue to get its share of contracts on this basis. We do feel, however, that in 
those cases where small business cannot command a fair price or js being un- 
fairly undercut, but where performance and quality are equal to er even better 
than that given by a larger concern, then an opportunity to compete on a fair 
basis should be given. In such cases, to encourage the continuing growth of 
small business, and to have the facilities available in an emergency, it is only 
right that all or a part of certain procurement be set aside for small business 
as at present. 

SMALL BUSINESS AS SUBCONTRACTOR 


In the area of massive procurement, small business in most cases best serves 
as Subcontractor. Most new legislation is slanted at this massive procure- 
ment, and some of that points toward the role of small business in it. 

A great deal has been said recently about the weapons system concept of de- 
fense procurement. This concept has potentially and actually many adverse ef- 
fects on small business. Yet we in small business probably have to recognize that 
only the huge company can bring to bear the necessary resources, research, and 
production facilities to administer, organize, and coordinate the complete weap- 
ons system. If we, then, by inference, concede that this system is here to stay, 
we should examine it to see what part small business can play in it. It is vitally 
important that effective steps be taken to increase the subcontracting potential 
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for small business. We are concerned that the weapons system concept as Con- 
stituted will not accomplish this. 

The Boston Herald put the matter very well on its editorial page for March 
31, 1959, when it said: 

“Defense spending is not supposed to foster economic concentration at the 
expense of smaller corporations. Yet the weapons system concept seems to be 
having just this result. 

“The weapons system concept under which one company is given the respongi- 
bility for designing and producing, for instance, an intercontinental missile, 
has generally been regarded as a step in the right direction. Development and 
manufacture is coordinated ; costs are reduced; time is saved. 

“But this same concept appears to be fostering vertical integration within 
corporations receiving large prime contracts. Instead of parceling out much 
of the multihundred million dollar contracts * * * the large aircraft companies 
receiving prime contracts tend to keep more and more of the work within their 
own company.” 

The result is a further concentration as the smaller company, unable to com. 
pete, goes out of business or is swallowed up in a merger. The effect may be 
cumulative, and if care is not taken to prevent it from going too far, will likely 
be an undesirable one. 

It has been our recommendation that some protection for small- and mediun- 
size businesses be provided in the weapons system contract. Some form of SBA 
representation on Government procurement groups negotiating such contracts 
would be our recommended approach. But no matter how it is handled, SBA 
should be given followthrough authority to police the subcontracting program. 
Some way must be found to insure that small business subcontracting is carried 
out, and we feel that the SBA is best qualified for that work. 

The Smaller Business Association of New England also feels that the adminis. 
tration of facilities contracts is a part of this question. The procurement sery- 
ices frequently approve contracts providing for installation of Government- 
owned equipment in the plants of large prime contractors when appropriate 
facilities and services are available in competent small shops within a reasonable 
area. In many cases this equipment becomes mislaid or is used for non-Govern- 
ment work although it is presumed to remain Government property. 

We urge that SBA be given authority to approve or disapprove requests for 
military facilities contracts on the basis of whether or not there are competent 
small plants in the area to perform the work. This is conceived as being similar 
to the present certificate of competency program now carried out by that agency. 

Some form of incentives to prime contractors to encourage subcontracting to 
small business is urged. This can perhaps be accomplished by allowing a fee 
or making other concessions to a prime contractor for work actually done bya 
small business subcontractor. This approach appears feasible in most types of 
contract. 

Some approach to the encouragement of subcontracting to small business is 
already being carried out. We commend the Air Force for the development and 
implementation of its defense subcontracting program. This program is being 
actively pursued by the Air Force through its various procurement districts, and 
if carried out fully as planned, should make large prime and subcontractors more 
cognizant of the possibilities inherent in subcontracting to small business. The 
prime contractors who are presently participating in the program are to be con- 
gratulated for their efforts, and we are sure that time and education will serve 
to bring more contractors into the program and show the other services the way. 
It should be a mandatory program rather than voluntary. 

The mechanics of the program are simple and call for the inclusion of a sub- 
contracting clause in all contracts to large missile and weapons system prime 
contractors in excess of $100,000. Small business liaison officers are appointed 
by the contractors and management controls are enforced to determine the ade 
quacy of the program and the attention given it by individual buyers. These 
consist of forms to be completed on each individual purchase indicating the item 
and the value. Indication of solicitation of small business firms is required and 

reasons for failure so to solicit must be given as must reasons why a small busi 
ness firm solicited was not used. 

This program should be broadened by legislation to make it mandatory for 
all procurement agencies, but it is particularly important in weapons system 
contracts. Availability of the reports required to the SBA as well as to the 
service materiel command involved would aid in policing the prograin. 
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NEGOTIATED VERSUS COMPETITIVE BID CONTRACTS 


There has been an increasing trend toward more negotiated contracts at the 
expense of formally advertised and bid contracts. We recognize that in many 
cases this is and probably will continue to be necessary, but at the same time we 
pelieve it is important that more opportunities should be extended than are at 
this time so that competent small companies have the same chance to negotiate 
as the big companies in those cases where they are qualified. 

One very obvious solution in this phase of the matter concerns sole source 
contracts. Evidence has recently been given in both Houses of Congress testify- 
ing to the waste inherent in this type of procurement. It has been demonstrated 
that great savings have been made when items previously bought from a sole 
source have been put out to bid. We are sure that here is a first-class example of 
a place where small business could fit into the picture to get its share of Govern- 
ment procurement. This is perhaps an administrative matter, but it deserves 
attention, and we urge continuance of the work already done to correct the 
situation. 

We feel that in addition to investigatory work done by congressional commit- 
tees, much was accomplished by the ships parts control center, Mechanicsburg, 
Pa., in bringing this into the open. The initiative of this facility pointed the way 
to substantial savings and greater participation by small business. 

We thank the committee for this opportunity to put our thoughts and sugges- 
tions into the record of these hearings. 

Respectfully submitted. 

SMALLER BUSINESS ASSOCIATION OF NEW 
ENGLAND, INC., 
By A. DupLrey BaAcu, 
Chairman, Government Procurement Committee. 
Juty 10, 1959. 





STATEMENT OF MACHINERY AND ALLIED PRODUCTS INSTITUTE 


WASHINGTON, D.C., August 14, 1959. 
Hon. Strom THURMOND, 
Chairman, Special Subcommittee on Procurement, Legislation, Committee on 
the Armed Services, U.S. Senate, Washington, D.C. 


Deak Mr. CHAIRMAN: We appreciate very much this opportunity to present 
the views of the Machinery and Allied Products Institute on current proposals 
for amendment of the Armed Services Procurement Act. 

As you may know, the Machinery and Allied Products Institute and its affiliate, 
the Council for Technological Advancement, represent the capital goods and allied 
product industries of the United States. Commercial products rather than mili- 
tary hardware constitute the great bulk of production of most of the companies 
in these industries. Nevertheless, some institute member companies manufacture 
military products, and the capital goods industries as a whole have had con- 
siderable experience with the problems of defense procurement both in wartime 
and during the present cold war period. This background of member company 
experience, the continuing studies of the institute staff, and the realization of the 
profound public policy implications of your study prompt us to offer such con- 
tributions as we feel competent to make. 

Although we have not attempted herein a section-by-section analysis of the 
proposals now before the subcommittee, we do offer comments on the principal 
suggestions for amendment of the Armed Services Procurement Act. The bills 
referred to include, of course, S. 500, introduced by Senator Saltonstall, S.1383, 
by Senator Williams of Delaware, and §S. 1875, by Senator Javits. 


Certain basic problems of defense procurement 


The introduction of the three major proposals now before the subcom- 
mittee and the subcommittee’s decision to hold public hearings thereon would 
seem amply to confirm the institute’s conviction that the present military pro- 
curement system demands overall reevaluation and, in all probability, substantial 
change. The study in 1958 of the Preparedness Investigating (Johnson) Sub- 
committee is, we think, a desirable point of departure in any inquiry into the 
shoricomings of our present defense procurement system. Among other things 
that subcommittee concluded that an immediate and substantial reduction in 
lead time between design and ultimate production of an operational weapon 
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was necessary. And in the course of its investigation the Johnson subcommittee 
heard testimony from responsible witnesses who voiced concern over the inade. 
quacy of contract profit incentives in view of the magnitude and complexity of 
the job to be done. We shall have more to say of this later. 

As indicated in his statement on the floor of the Senate in introducing 8, 599 
Senator Saltonstall has sought by this proposal to ameliorate both of these prob. 
lems to which the Johnson subcommittee has called attention. 

Beyond this legislative inquiry and similar inquiries in the House of Re 
sentatives, the General Accounting Office in a series of reports to the Congress 
has question the accuracy and propriety of contract pricing in certain negotiateg 
procurement situations. We shall also comment further on these reports at g 
later point in our statement. 

In sum, the great issue would seem to be whether or not the present Armed 
Services Procurement Act—indeed, our whole philosophy and system of military 
procurement—is adequate in its present form to permit the most efficient and 
economical military procurement and to secure the defense of the United States 
in a time of great national peril. 

The general objectives of the proposed legislation.—By way of background we 
think it important to identify briefly the objectives sought to be attained by the 
proposals before this subcommittee and the general nature of methods advanced 
by the bills in question. 

In brief, 8S. 500.seeks to compress lead time in weapons procurement by placing 
“competitive negotiation” of contracts on a statutory par with advertised bidding; 
it would provide for an express legislative preference for employment of the 
weapons systems concept—in fact, an enlargement of that concept—in the pro- 
curement of equipment for military operational systems; it would attempt to 
enhance contractor incentive by removing profits made under fixed-price con- 
tracts, formally advertised contracts, and “any incentive type contract” from 
later review and reduction under any of several profit-limitation statutes now 
on the books, and through certain other proposals which we shall touch upon. 

Conversely, S. 1383 would tend further to strengthen the present legislative 
preference for the advertised bid method of public procurement. And 8. 1875, 
although retaining a legislative preference for advertised bidding, calls for 
“maximum competition consistent with the national security” in all defense 
procurement situations. The bill, in addition, would establish a requirement 
with reference to procurement of a fair proportion of military purchases from 
small business concerns, from concerns located in areas of substantial labor 
surplus, and would require consideration of “the strategic and economic de 
sirability of allocating purchases to different geographic areas of the Nation.” 

It seems to us that a basic issue clearly is joined by S. 500 and S. 1383, namely, 
whether or not organic law in this area should continue an express preference 
for advertised bidding or should place formal advertising and “competitive 
negotiation” in positions of statutory equality. 

We have undertaken this very brief review of the highlights of the proposed 
legislation not only for the purpose of emphasizing a basic conflict between 
the bills in question, but as an introduction to the observation that the legisla- 
tion now proposed completely overlooks, in our opinion, an even more funda- 
mental question than the argument of advertised versus negotiated procure 
ment. We have reference to the matter of fixed-price contracting—of which 
formal advertised contracts are a part—and cost-reimbursement contracting 
in all its variations. 


Fized-price versus cost-reimbursement type contracting 


This subcommittee has heard testimony from the Assistant Secretary of 
Defense and from the Deputy General Counsel of the General Accounting 
Office in which statistics were introduced to indicate the total breakdown of 
all military procurement as between advertised and negotiated contracts. We 
do not recall having seen recent figures which divide total military procure 
ment according to whether or not such procurement was let under a fixed-price 
contract or by one of several cost-reimbursement methods. 

The institute regards statutory and administrative emphasis on fixed-price 
contracting as desirable in the public interest. May we develop for a moment 
the rationale of our position. 

Under a fixed-price agreement, contractors must assume the risks asso 
ciated with production of an end item at a fixed price established prior to the 
incurrence of cost associated with contract performance. If the price to which 

























































obs 
fort 


adn 
obt: 


bef 
pro 


cen 
un¢ 


Littee 
lade- 


ty of 


500, 
prob- 


€pre- 
cress 
iated 

ata 


rmed 
itary 
, and 
tates 


d we 
y the 
inced 


acing 
ling; 
f the 
pro- 
pt to 
con- 
from 
now 
pon. 
ative 
1875, 
3 for 
fense 
ment 
from 
labor 
c de 
ion.” 
mely, 
rence 
titive 


posed 
ween 
yisla- 
inda- 
cure- 
vhich 


cting 


MILITARY PROCUREMENT 469 





the contractor has agreed is too low, he may—and contractors frequently 
do—suffer a loss which is not recoverable from the Government. Conversely, 
the contractual certainty that he will receive no more and no less than a fixed 
sum provides him with the greatest possible incentive for cost reduction and 
jmproved production methods in order that he may maximize his profit, if any. 

Under a cost-reimbursement agreement, on the other hand, the contractor 
has little of the risk associated with a fixed-price contract. Under the terms 
of the agreement he will be reimbursed for contract costs incurred and in most 
eases will be paid in addition a fixed fee or profit as determined by formulas 
prescribed by the armed services procurement regulation. Obviously, the con- 
tractor’s incentives for efficient performance under such contracting methods 
areat a minimum. 

We recognize, of course, that cost-reimbursement type contracting is not only 
appropriate but absolutely necessary in certain contracting situations. At times 
the item being purchased is so exotic or so novel in character that it is im- 
possible for the contractor to propose a firm price for its production or for 
the Government to know in advance what a fair price should be. Despite this 
recognition of the inevitable necessity for a certain amount of cost-reimburse- 
ment contracting, there is, in our opinion, evidence that the procurement pro- 
grams of the Department of Defense and the Atomic Energy Commission place 
entirely too much emphasis on cost-reimbursement-type contracting. Although 
the armed services procurement regulation recognizes—at least by implica- 
tion—the built-in shortcomings of the cost-reimbursement type agreement, our 
experience convinces us that the absence of a clear and definite statutory pref- 
erence for the fixed-price agreement has led to a situation in which many 
contracts which could be let on a firm, fixed-price basis are negotiated as a 
matter of convenience under cost-reimbursement type contracts. 

This overemphasis on cost-reimbursement type contracting continues both by 
direct and indirect means. In addition to the large volume of such contracting 
in a formal sense, there is a proposal within the Department of Defense which, 
in our judgment, would convert all contracts into some form of cost-reimburse- 
ment agreements. We have reference to the proposal that a single set of con- 
tract cost principles, now made applicable by regulation to cost-reimburse- 
ment agreements only, be employed in negotiated pricing and administration 
of all defense contracts other than those let by advertised bid. 

It should be added that the Pentagon in pursuing the proposal to which we 
refer argues that it is responding to suggestions from the General Accounting 
Office and from certain of the committees and subcommittees of the Congress 
for publication of a single set of contract cost principles applicable in varying 
degree to both fixed-price and cost-reimbursement contracts. We question the 
existence of a clear and definitive mandate from Congress on this subject. 
But, in any case, we strongly urge that the issue of proper emphasis on fixed- 
price contracting and its relation to contract cost principles be thoroughly 
studied in this and any subsequent congressional inquiries into our procure- 
ment system. 

We have no desire to labor: the point unduly, but we think it cannot be 
emphasized too strongly that the question of fixed-price versus cost-reimburse- 
ment contracting is at least as important as the issue of advertised bids versus 
“competitive negotiation.” 


Competition is the sine qua non 


Having considered briefly what we believe to be a fundamental issue which 
the legislative proposals now before the subcommittee appear to overlook or 
obscure, we should like to touch on one further issue of the greatest overall 
importance before taking up major proposals of the legislative measures which 
form the subject of this hearing. 

We think no one would argue seriously that procurement legislation and an 
administrative procurement process designed to achieve the maximum competition 
obtainable is the one most desirable for all parties concerned and therefore one 
of the primary objectives of legislation in the area. Indeed, the major bills now 
before the subcommittee seek to achieve maximum competition although the 
proposals follow different methods. 

Accepting the proposition that the maximum competition obtainable is indis- 
pensable to economical and efficient military procurement, we suggest that this 
central objective should not be obscured merely by reason of the type of contract 
under consideration or the item being procured. It is equally desirable, for 
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example, to have competition in the procurement of military hardware as wey 
as in the purchase of normal commercial products; in the employment of forma] 
advertising; in negotiated contracting; under the weapons systems concept; 
or under any other procurement method which might be employed. 

The proper role of competitive negotiation.—As we have already suggested, 
the proponents of the several bills now before the subcommittee would clearly 
agree, we think, with the general proposition just stated: that the achievement 
of the maximum competition possible is indispensable to our military procure. 
ment system. However, as we have also suggested, these differing proposals 
would seek to achieve the objective of maximum competition by quite different 
routes and, in some measure, by methods that are flatly contradictory. 

Under the Saltonstall bill the present law would be amended to authorize 
defense contracting by formal advertising, by “competitive negotiations,” or by 
negotiation without reference to competition under any of the 17 statutory excep- 
tions presently authorized. The primary goal is to place “competitive negotia- 
tion” on a statutory par with formal advertising as a legislatively preferred 
method of procurement. This proposal represents, of course, a basic change in 
the philosophy and the provisions of the present Armed Services Procurement 
Act. 

Consistent with this proposal, the Saltonstall bill would provide for “competi- 
tive negotiation” of contracts under which there would be required a solicitation 
of proposals from.at least two sources, with the further proviso that when 
discussions are held with one of the offerors submitting a proposal, equal oppor- 
tunity should be afforded all offerors to review and revise their respective 
proposals. 

We recognize, of course, that a substantial portion of the negotiated buying 
engaged in by the services is negotiated simply because as a practical matter 
the negotiation process is most appropriate to the purchase of the end item 
involved ; for example, a complex weapons device. In such instances, advertised 
bidding ordinarily will not work. As to the existence of this area of novel pro- 
curement there can be no question ; as to precisely where that area ends is highly 
debatable. One further fact must be conceded with reference to the present 
extensive use of negotiated procurement—it is possible to obtain a reasonable 
degree of competition by negotiated methods of purchase. Certainly one cannot 
assume that in all instances negotiation is synonymous with the absence of 
competition or that in every such case advertised bidding would have resulted in 
more competition than could be achieved by negotiation. 

We recite this background only by way of a preliminary stipulation to which 
we believe all parties conversant with the process—including the proponents of 
the several bills now before the subcommittee—would substantially agree. 

Accepting these facts, however, we do not believe it follows that it is either 
necessary or desirable to place competitive negotiation on the same footing with 
formal advertising as a statutorily preferred method of procurement. We do not 
recommend adoption of this proposal as embodied in S. 500. 

As an alternative to this proposal, and with a view to achieving most if not 
all of the objectives which underlie this aspect of the Saltonstall bill, we suggest 
the following: 

1. Basic law should continue clearly. to designate advertised bidding as the 
preferred method of defense procurement. 

2. Negotiated procurement should continue to be authorized by statute under 
a set of specified exceptions to the overall preference for formal] advertising. 

3. “Competitive negotiation,” however, can and should be upgraded in the 
hierarchy of procurement techniques. This upgrading of competitive negotia- 
tion can be accomplished by several means: 

(a) Authority for the negotiation of defense contracts under one or more 
of the authorized exceptions to the general preference for formal advertis- 
ing can be streamlined and simplified. One approach would be to ease the 
delegation of authority below the level of Secretary. The military services, 
who certainly have a better knowledge of this problem than anyone else, 
may have other and more useful suggestions for the simiplification of ad- 
iinistrative procedures, the acceleration of delegations of authority, and 
the general improvement of internal procurement procedures. 

(b) The list of exceptions under the present law which provide the 
authority for negotiated procurement should be reviewed carefully. There 
may well be necessity for addition of new exceptions to the general pref- 
erence now contained in the statute. Certain of the present exceptions may 
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require modification or deletion. It seems to us that the purpose under- 
lying certain of the exceptions should be spelled out in greater detail. The 
objective here also would be one of streamlining procedure and possibly 
proadening authority for negotiated procurement under proper circum- 
stances. 

In connection with application of statutory exceptions for negotiation, 
serious study should be given to means of easing the present administra- 
tive burden involved in the employment of these exceptions, consistent with 
proper safeguards. 

4. Consideration should be given to a statutory admonition that, insofar as 
possible and where appropriate, competitive negotiation be applied to the 17 
statutory exceptions which authorize negotiated contracting and that the mili- 
tary services be directed to tailor the competitive negotiation process to the in- 
individual “exception” area. Moreover, some elementary standards of compe- 
tition under negotiation should be developed. We do not believe the standards 
prescribed by the Saltonstall bill are adequate. 

5. Insummary, we recommend that— 

(a) Advertised bidding continue to be the preferred method of procure- 
ment. 

(b) Although not to be placed on a par with formal advertising, the 
process of competitive negotiation should be given express statutory recog- 
nition. 

(c) The process of negotiation, delegations of authority therefor, and 
the identification of exceptions to the statutory preference for the adver- 
tised bid be reviewed completely and modified where necessary or appro- 

riate. 

7 (d) Certain elementary rules with respect to insuring competition in the 
negotiation of contracts under authorized exceptions be detailed in law and 
regulations. 

It might be useful to develop briefly in narrative form the rationale under- 
lying our recommendations in this regard, having in mind the factual back- 
ground to which we have referred. Having freely conceded that negotiation 
may be not only a desirable method of procurement but an absolutely neces- 
sary one in some contract situations, we do not feel that it is desirable to alter 
the statute’s present express preference for formal advertising. The process 
of formal advertising lends itself far more readily to the insurance of competi- 
tion in most contracting situations than is the case with negotiation. 

We are concerned at the possibility that a more than desirable selectivity in 
the procurement process may result from adoption of this feature of the Salton- 
stall bill; we are, therefore, unable to concur in a recommendation for ap- 
proval of this provision of the bill. We believe, however, and have so recom- 
mended that some increased recognition of the status of truly competitive 
negotiation is a desirable thing and should be reflected both in the law and 
in pertinent regulations thereunder. We emphasize again that mere employ- 
ment of the term “competitive” in either statute or the regulation is insufficient 
to insure the kind of competition which we think desirable in the’ national in- 
terest. Hence, we repeat our suggestion that fairly specific rules governing ne- 
gotiated procurement and designed to insure the presence of adequate competi- 
tion should be made a part of any legislative enactment in this area. 


Administrative deterrents to the effective use of formal advertising 


In support of the proposal that “competitive negotiation” be given equivalent 
status under statute with formal advertising, it has been suggested that formal 
advertising involves certain undesirable rigidities in practical contract adminis- 
tration. It is said that the process is not sufficiently flexible as a method of 
military purchasing and that formal advertising will not necessarily bring into 
the procurement picture the most responsible, the most efficient, and the great- 
est number of prospective suppliers. In some respects these criticisms are well 
founded ; in part, we think, they are overstated. 

We have the conviction that a more extensive and effective use of formal ad- 
vertising can be employed in connection with the purchase of certain types of 
products and particularly those which are of a standard commercial charac- 
ter or which involve no more than minor adaptations of commercial products 
to military uses. We must concede that under some circumstances the formal 
invitation to bid may. not produce as many proposals as would be desirable 
in the Government’s interest. In part, we think this is the Government’s own 
fault. Let me give you one pertinent example. 
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One of the fundamental characteristics of an advertised bid, and one of its 
built-in rigidities, is the fact that a bidder’s proposal must be completely respon- 
Sive to all features of the invitation to bid or, as a general rule, it will be disre. 
garded as unresponsive and unacceptable. If the invitation to bid, therefore 
contains certain clauses which may be inappropriate to the situation and alto 
gether unacceptable to the prospective contractor, the bidder is placed in a pogj- 
tion of not being able to take exception to these special requirements of the 
invitation to bid without running the risk of having his bid rejected as unrespon. 
sive. It has been called to the attention of the institute that invitations to piq 
frequently contain a requirement that the bidder must must, as a condition 
precedent to having his bid considered as responsive, agree to transfer to the 
Government without special compensation all right, title, and interest in basie 
manufacturing know-how, including dimensional drawings, design, and metallyr. 
gical details, etc., customarily regarded as proprietary by industry. (This 
problem is aggravated by an ambiguous regulation which permits the use of 
certain contract clauses altogether inappropriate to the procurement.) 

We cite this as an example of an improper and unnecessary encumbrance on the 
formal advertising method which forces thoroughly qualified bidders away from 
the procurement situation, narrows the area of competition, and limits the ability 
of the Government to procure the best product at the most favorable price, 

We respectfully suggest, therefore, that in reevaluating formal advertising and 
the extent of its use we approach the problem from a somewhat different point. 
We should examine into actual field practice in formal advertising and partie 
larly into the unsuitability and improper use of clauses of the type referred to 
above which cannot fail to reduce greatly the effectiveness of this preferred 
method of military purchasing. 


Increased emphasis on the use of standard commercial articles by the military 
services 


Both the Saltonstall and Javits bills,would. amend pertinent statutory declara- 
tions of policy to require that the military services purchase, to the maximum 
extent practicable, products of a commercial or industrial character which are 
readily available on the open market. We strongly support the sense of this 
proposal. 

Congress has long since expressed its concern with the very evident tendency 
on the part of the military services to demand relatively slight—but exceedingly 
expensive and operationally unnecessary—modifications in essentially commer- 
cial-type items when purchased for military use. Moreover, the same or similar 
commercial items may be modified in altogether different ways as between the 
three military services. Clearly, a new policy emphasizing the purchase of 
comercial-type products available on the open market seems both timely and 
desirable. 

We should add that the seemingly endless proliferation of refinements in 
standard commercial articles not only increases very greatly the cost of end 
items but may be an important contributing factor to the problem of excessively 
long leadtime in procurement generally. In this connection the committee 
might consider investigating the suggestion of Mr. Welch, Deputy General Coun- 
sel of the General Accounting Office, who said in testimony before this sub- 
committee: “The primary barrier to reducing leadtime lies in the administra- 
tive process and regulations which are used by the military departments and 
not in the provisions of the Armed Services Procurement Act which 8. 500 
(as well as 8. 1383 and 8. 1875) proposes to amend.” 

Finally, in any action it may take in respect to the purchase of standard 
commercial articles we strongly urge the committee to consider adoption of a 
further policy statement that to the maximum extent feasible in the procure 
ment of commercial items the procuring service should make use of commercial 
practices and usages and omit the use of complicated standard contract clauses 
now prescribed by the Armed Services Procurement Regulation. 


Small business subcontracting 


Under the terms of the Saltonstall bill the head of a military service might 
require a prime contractor to limit subcontracts thereunder to small business 
concerns exclusively. 

The institute is opposed to this provision. We are fully aware of the problems 
of small business concerns in defense contracting and of its very important 
role in this field. The fact that the capital goods industries, which we represent, 
consist for the most part of small- and medium-sized companies makes us espe 
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jally sympathetic with the expressions of concern on this point voiced by the 
Select Committee on Small Business. We feel, however, that our national 
security objectives must take precedence over any public policy designed to 
encourage and sustain small business. Moreover, we feel that enactment of 
this subcontracting provision would tend to increase to an unwarranted degree 
attempts by certain military purchasing activities to control management poli- 
cies and decisions of its prime contractors. 


Performance specifications versus detailed design specifications 


The Saltonstall bill would require the identification of property to be procured 
in the simplest manner consistent with the needs of the procuring agency, the 
nature of the property to be procured, and the requirements of the defense 
cataloging and standardization programs. In conformity with these require- 
ments the bill specifies that “procurement specifications shall wherever practi- 
cable express the characteristics of the property in terms of performance rather 
than in terms of design and manufacturing details.” 

The institute is perfectly aware of certain of the abuses to which this pro- 
posal calls attention and which it attempts to cure. Moreover, as our tech- 
nological revolution moves with explosive speed into wholly uncharted areas 
of missiles and space vehicles performance specifications in such areas become 
not only desirable but absolutely necessary. 

We cannot, however, agree with the proposition that basic legislation should 
contain an express and general preference for performance specifications as 
contrasted to the more conventional design specifications. Having in mind the 
proposition iterated and reiterated heretofore in our statement—and which 
proposition forms a central part of both the Saltonstall and Javits bills—that 
a central objective of procurement is the attainment of the maximum competi- 
tion which is feasible in the circumstances, we believe that a statutory expres- 
sion of preference for performance specifications might tend very substantially 
to limit the achievement of this goal. 

We suggest that consideration be given to some further statutory recognition 
of the role of performance specifications but that no express preference for their 
use be approved. This appears to accord at least in part with the view of the 
Department of Defense. 


Renegotiation 


The Saltonstall bill would provide a mandatory exemption from renegotiation 
for fixed-price contracts, formally advertised contracts, and incentive contracts. 
We recommend adoption of this proposal. 

We would go further and renew our oft-repeated suggestion to cognizant com- 
mittees of the Congress that the process of statutory renegotiation be abolished 
altogether. We shall not attempt to reiterate here the entire case against 
renegotiation since that problem does not fall squarely within the purview 
of this inquiry—although, as we have said elsewhere, the overall process of mili- 
tary procurement is seriously and adversely affected by it. We refer the sub- 
committee to our full statements on renegotiation presented to the House Ways 
and Means Committee and the Senate Finance Committee in the current session. 


Additional comments 


In this communication we have not dealt squarely with certain of the objec- 
tives of the proposed legislation now before the subcommittee; namely, a desire 
to solve the leadtime problems by speeding up the procurement process nor the 
proposal for congressional sanction of the weapons systems concept as opposed 
to other forms of procurement. 

In all candor, our studies in the field have not proceeded far enough to offer 
categorical answers to either question. We may observe with equal candor that 
we are by no means certain that other studies of the problem have reached that 
point either. However, we are satisfied that the issue of weapons systems type 
procurement versus alternative means now available or the combination of 
systems most desirable from the standpoint of Government and industry needs 
further testing in the light of certain basic questions, some of which we have 
attempted to ventilate in this letter. 


Some general conclusions 


I should like to close on this note of general approach to the issues raised by 
the proposed legislation pending before the subcommittee, an approach which 
applies equally to any further studies which may be conducted on Government 
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procurement policy and procedure. Recent investigations by the Genera} Ac 


counting Office, as reviewed in public hearings before Congress, have tended to | 
leave the impression that in certain contracting situations business has realized 


altogether unreasonable profits and that both contract negotiations and adminis. 
tration have not been properly handled from the Government’s standpoint, We 
call attention to these investigations for the purpose of suggesting that the Whole 
question of Government-industry relations in the field of defense procurement 
eannot be judged from the standpoint of either party on the basis of a relative 
handful of cases. 

As we have said to other committees in public hearings, the Machinery 
Allied Products Institute does not countenance misconduct either under the 
law or in ethical terms by any contractor or subcontractor. Nor do we fee] that 
it is appropriate for Government representatives to do anything less than to 
obtain the very best price for the very best product. On the other hand, it has 
been our definite experience in the Government contracting field that, contrary 
to impressions created in some investigations, the great majority of Government 
contract representatives are able and most zealous with respect to the Goverp. 
ment’s interest and that the Government has available to it in most situations ay 
of the tools it needs to protect its interest in the sense of price and costing, 
Moreover, we feel that in more situations than not the incentive offered ¢op. 
tractors is not excessive. 

We think that the focus of congressional investigation in the Government 
procurement field needs to embrace not only areas wherein the interest of the 
Government has not been properly protected but also areas wherein the incentiyes 
offered contractors and subcontractors are not sufficient and to some extent may 
be discouraging the very result which the Government most seriously wants to 
achieve, not only in the name of equity and reasonableness but in the name of 
national security. 

With this in mind, and as background for the point we stress, we wish to 
draw your attention to various studies and comments on incentives: 

In June 1958 the Stever ad hoc Committee on Research and Development of 
the U.S. Air Force Scientific Advisory Board, at page 30 of its report, said: 

“This increased emphasis on research and development has not been, but 
certainly should be, reflected in more favorable arrangements with R. & D. con- 
tractors. The effectiveness of R. & D. contract work can be greatly improved 
* * * Although the law permits the payment of fees up to the equivalent of 15 
percent of cost, it is the practice in negotiation to reduce this figure to not 
more than 7 percent. Formulas for computing overhead for both profit and 
nonprofit contracts are so strict that contractors must regularly absorb costs 
that are really essential to getting their R. & D. done. 

“More incentive is essential if contractors are to continue to put their best 
talents and efforts into R. & D. work; yet the Air Force must have the very 
best or it will surely fall by the wayside in the race for technological sv- 
periority.” 

In an important article, “Decisionmaking in Weapons Development,” ap. 
pearing in the January—February 1958 issue of the Harvard Business Review, 
Dr. J. Sterling Livingston (who was an expert witness in hearings before Sen- 
ator Johnson’s Subcommittee on Military Preparedness) has this to say, at 
page 133: 

“Since we are relying on private ccrporations for the design and develop 
ment of new weapons required for our survival, it is urgent that profit policies 
be revised at an early date to assure that the incentive to undertake weapons 
research and development work are both adequate and sound so the work will be 
carried out efficiently and economically.” 

In addition to these statements, I should like to call the committee's atten 
tion to a provocative address on September 25, 1958, by Gen. E. R. Quesada, now 
Administrator of the Federal Aviation Agency. Among other points General 
Quesada discussed “Risks and Rewards for Technological Development” te 
ferring to defense procurement. He urged greater rewards for the imaginative, 
creative, and efficient weapons producers and the development of some wholly 
new concepts of development rewards and penalties. 

May we offer one further general comment by way of setting a proper per 
spective for consideration of overall procurement problems in this study and in 
those which will follow. We call the attention of the subcommittee to some 
categories of contractors whose views are not too frequently expressed and 
whose experiences sometimes are lost in the sea of big contractor problems. I 
refer to “big” here not in the sense of the total size of the business but in terms 
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of the percentage of an individual company’s business which consists of Gov- 
ernment contract work. 

The Machinery and Allied Products Institute is made up largely of organiza- 
tions which are producers of commercial products. As indicated previously, 
many of these companies are engaged in some Government contract work 
either on a prime or subcontract level, but primarily they are producers of com- 
mercial products. They are most anxious to make their contribution to the 
defense effort, but at the same time their main business function is in the 
commercial field. Many of them are subcontractors rather than prime con- 
tractors and lower tier subcontractors at that. No legislation in the procure- 
ment field should be enacted in the way of basic reform without recognizing 
that the contribution and the problems of, and the impact on, companies which 
are primarily producers of commercial products and companies which are most 
frequently in the subcontract rather than the prime contract chain should be 
given due consideration. 

This concludes our statement on the proposals now before the subcommittee 
to amend the Armed Services Procurement Act. We should like once again to 
express our appreciation for the chairman’s courtesy in holding the record open 
to receive this statement. If the institute staff can be of any possible assist- 
ance to the committee in its consideration of the military procurement problem 
we should be very pleased to help. 

Respectfully, 
CHARLES STEWART, 
President. 


STATEMENT OF RAYTHEON CO. 


RAYTHEON Co., 
Waltham, Mass., July 7, 1959. 
Hon. J. Strom THURMOND, 
U.S. Senator from South Carolina, 
New Senate Office Building, Washington, D.C. 

Deak SENATOR THURMOND: We are writing to you, as chairman of the special 
subcommittee of the Senate Armed Services Committee appointed to hold hear- 
ings on legislation dealing with military procurement, in order to express on 
behalf of Raytheon Co., a major defense contractor, views on the proposed pro- 
visions of S. 500 (hereafter referred to as the “Saltonstall bill’), S. 1383 (here- 
after referred to as the “Williams bill’), and 8S. 1875 (hereafter referred to as 
the Javits-Keating bill’). We are taking the liberty also of sending a copy of 
this letter to each member of the special subcommittee. 

In preparing this statement, we have drawn not only upon the long expe- 
rience of many of our senior personnel who have for many years been intimately 
engaged in military defense activities, but also upon the informal comments 
on 8. 500 submitted to Senator Saltonstall’s staff by the Office of the Assistant 
Secretary of Defense (Supply and Logistics), which have been made available 
to the public. 


Objective of reducing leadtime (pertinent—Saltonstall bill) 


One of the stated objectives of the Staltonstall bill is to reduce the long lead- 
time between when a new weapon, weapon system, or operational system is first 
conceived and when it is finally available for tactical usage in the defense of 
our country. We believe deeply that such leadtimes need to be reduced sub- 
stantially if we are to retain a competitive posture against Russian capabilities. 
Hence, we endorse this objective of the Saltonstall bill heartily. Provisions of 
the bill, however, attack the problem only from the initiation of the actual 
procurement cycle, which often does not occur for months or even years after 
the initial conception of or realization of a need for the particular weapons 
system. We would hope that ways might be found to shorten the early part of 
the cycle as well as the procurement phase. These include the analyses and test- 
ing of new weapons conceptions, their review and approval, funding and finan- 
cial planning, determination of service cognizance, etc. 


Competitive negotiation (pertinent—Saltonstall bill and Wiiliams bill) 


Another aspect of the Saltonstall bill is its elevation of what is called com- 
petitive negotiation to an equal status with procurement by advertised bidding. 
This we approve and consider to be long overdue. ‘The complexity and specialty 
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nature of military weapons, equipments, and components—especially when 
grouped into a weapons system or operational system—are such that it is either 
impossible to procure them by unlimited advertised procurement or that it would 
be colossally wasteful to do so, because of expenses of bidding, bid analyses, ete 
Despite an apparent suspicion in some quarters that true competition igs not 
generated by any other procurement technique than advertised bidding, the 
facts are that nowhere is competition more real, or its benefits better obtained 
than in what is to be called competitive negotiation. In it, competition is not 
confined merely to price and delivery schedules, but is extended to ideas and ty 
every facet of the procurement problem, including such things as engineer} 
competence, maintainability, operability, systems, and component life, ete. This 
extension of competition can never be evaluated under advertised bidding, 

For these reasons, we oppose the concept of the Williams bill, because its stateg 
objective is to drive procurement more back into the mold of advertised bidding 
despite the obvious fact that modern weaponry cannot fit such a mold. The 
proponents of the Williams bill rely upon recent General Accounting Office re. 
ports which purport to show waste resulting from competitive negotiated prices, 
Even if the GAO’s conclusions are all accurate, and this is perhaps subject to 
debate, the cases in both numbers and dollars are but a very small proportion 
of all negotiated procurements. The dollars lost (if any) would be offset many 
times by the dollars saved through negotiated procurements, which GAO has 
not reported on to the Congress. 


Uniform regulations for use of negotiation (pertinent—all three bills) 

Another objective found in all three bills is to have a uniform set of regula. 
tions issued by the Secretary of Defense to establish the ground rules for the 
use of negotiation (competitive or otherwise) in military procurement. We 
agree with this concept, especially as it will and should negate the authority 
of any other agency of Government to usurp the policy authority which is con- 
templated to exist in the Secretary of Defense under last year’s statutory reorgan- 
ization of that executive department. 


Distinction between three kinds of procurement (pertinent—all three bills) 


Each of these proposed statutes tends to draw a distinction between three 
kinds of procurement, labeled respectively “advertised bidding,” “competitive 
negotiation,” and “negotiation.” This tends, we believe, to continue the grow- 
ing misunderstanding held among so many that the third category, ie., “nego 
tiation,” leaves the Government wide open to being overcharged for products 
or services so purchased. This is not the case, for various contract forms exist 
and to our knowledge are almost always used to provide for what amounts toa 
determination of cost plus a negotiated profit. We believe it would be more 
accurate, therefore, and less confusing to Congress and the public, if the cate 
gories were labeled “advertised procurement,” ‘“multisource negotiations,” 
“single-source negotiation.” This may sound like semantics, but current lan- 
gauge has certainly led to distortions and misunderstandings. We think each 
should be dignified and clarified as a proper procurement technique when cir- 
cumstances warrant its use. 


Awards to small business (pertinent—all three bills) 


The Saltonstall and Javits-Keating bills each contain language favoring, in 
one way or another, awards to small business of prime Government contracts 
and subcontracts. Raytheon has one of the most extensive small-business par- 
ticipations in its business of any defense contractor, and knows how efficient 
and capable most small businesses are in competing for business within their 
eapabilities and facilities when they have a chance to bid for it. To assure 
them this chance to bid, it seems to us, is the best service that Congress and 
SBA can provide to small business, and should be the limit of statutory com- 
pulsion. Private industry, without the sovereignty of Government, cannot make 
some of the arbitrary “set asides” and other determinations in placing its 
orders that Government can and does in placing its business. Hence we must 
reluctantly oppose the amendment to section 2306(f) proposed in the Salton 
stall bill, and the wording of section 2389(e)(1) of that bill. On the other 
hand, we have no objection to the language used in the policy-statement pro 
visions of each bill pertaining to small business, or, for that matter, to “dis 
tressed labor areas.” We think it is highly impractical, however, to expect 0 
be able to place defense orders by geographical districts rather than by the 
economics and production or scientific capabilities of prospective contractors. 
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Therefore, We must oppose the provisions of the Javits-Keating bill designed to 
favor one area or to balance procurement among many areas (see sec. 2301(c) 
(ili) of that bill). 


single prime contractor (pertinent—Saltonstall bill) 


The growing magnitude and complexity of modern defense requirements and 
systems, coupled with the relative inability of the a rmed services to retain huge 
staffs of scientists, engineering personnel, and sufficient assembly and test cen- 
ters, may eventually force a centralization which will result in the procurement 
of large systems from the few business concerns which possess enormous 
amounts of capital. This trend should not needlessly or artificially be accel- 
erated, and Government procurement should be kept as flexible as possible for 
as long as possible. We, therefore, have some trepidation about the require- 
ment in the Saltonstall bill that such contracts be placed only with a single 
prime contractor. In our opinion a wide latitude of choice is needed by the 
contracting agency, and it should have discretion as to whether to make use 
of a single manager, a team, or other multiple-manager approach, free (when 
legitimate) from the fear of antitrust prosecution. 


Definition of “operational systems” (pertinent—Saltonstall bill) 


There is no doubt that in buying many kinds of modern weaponry, some form 
of the weapons systems approach is necessary and inevitable. We worry, how- 
ever, as to whether the definition of ‘operational systems,” which is used in 
the Saltonstall bill, is so broad that it would tend to accelerate the trend toward 
concentrating procurement in the hands of a relatively few huge business con- 
cerns. Raytheon has a very real concern that the medium-sized Government con- 
tractor will be faced with very serious consequences if it finds itself squeezed 
between the economic power of a very large corporation able to bid on vast 
operational systems, and the mandatory provisions which protect the interests 
of small business concerns or of labor distressed areas. 


Required determinations by heads of agencies (pertinent—all three bills) 


All three of the proposed statutes, in one place or another, call for determina- 
tions, findings, or approval to be rendered by the head of the agency. While we 
believe sincerely in the value of checks and balances, and a moderate usage 
of approvals, as prerequisites to certain kinds of procurement actions, it must 
be recognized that the Secretaries and Assistant Secretaries of the military 
departments are among the hardest working people in Government, and rarely 
have time personally to study the facts and make complex findings and deter- 
minations. They should not be asked to do so except under circumstances of 
compelling necessity or policy. We believe that Congress and the people should 
be willing to rely upon the good-faith action of their subordinates carried out 
in accordance with clearly stated and published regulations such as are proposed 
to be issued by the Department of Defense. Similarly, we disagree with the 
provisions of the Williams bill, which would make it mandatory that each case 
of finding no competition be referred to the Department of Jystice. Any case 
justifying such investigation can be referred to the Attorney General with- 
out passing a statute requiring every instance, however legitimate, being 
subjected to such an administrative investigation. 


Beemptions from renegotiation (pertinent—Saltonstall bill) 


The Saltonstall bill proposes to give mandatory exemptions from renegotia- 
tion to certain types of contracts. We think these are fair and would be a 
proper step in the direction of gradual elimination of renegotiation as a factor 
in our peacetime economy. We realize, however, that this may be somewhat 
academic in light of recent action taken to extend, almost without amendment, 
the current renegotiation statute. 

We could make extended additional comments on a line-by-line basis, sug- 
gesting improved wording for several of the provisions contained in each of 
the three proposed statutes. Since it is highly improbable that they will be voted 
min precisely this form, however, we have not undertaken to do so in this 
letter. We plan ‘to discuss with the subcommittee’s staff some of the details of 
these points as the measures progress. 

We appreciate the opportunity to present these thoughts to you and the other 
members of the subcommittee, and shall appreciate your consideration of them 
in your deliberations on these proposed statutes. 

Respectfully yours, 


C. 8. Apams, President. 
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STATEMENT OF MR. CARL L. SHIPLEY ST: 


SHIPLEY, AKERMAN & Pickett, 
Washington, D.C., July 18, 1959. 
Hon. StRoM THURMOND, 
Chairman, Special Subcommittee on Armed Services Procurement, Senate Armeg 
Services Committee, Senate Office Building, Washington, D.C. 


Dear SENATOR THURMOND: My name is Carl L. Shipley, and I am partner jp 
the law firm of Shipley, Akerman & Pickett with offices in the National Prog 
Building, Washington, D.C., and the Fulton National Bank Building in Atlanta. | 
Ga. Our firm has had considerable experience in handling matters arising under (7 
the Armed Services Procurement Act of 1947, asamended. Your subcommittee jg 
presently considering several additional proposed amendments some of which, 
particularly S. 500, give to military contracting officials much greater authority 


to negotiate contracts and seriously limits the dollar amount of military procure In 
ment contracted for on an advertised basis. Since 1947, military procurement hag mad 
drifted steadily away from the fulb and free competition which results from to th 
advertised bidding. The files of the Senate Small Business Committee are full of by t 
case histories of the evils of negotiation, the lack of competition which it invites form 
the unpublicized award of contracts, secret negotiations with favored bidders viola 
and all of the other difficulties which flow naturally from a departure from the “N 
historical concept of advertised procurement on a competitive basis. 10 U.S. auth 
2305 should be strengthened rather than weakened in this connection. pate! 

Senator Saltonstall’s bill, S, 500, proposes to amend 10 U.S.C. 2304(a) ang it se 
change its present provision that “purchases of and contracts of property and form 
services covered by this chapter shall be made by formal advertising” by adding in si 
an additional phrase “or by competitive negotiation.” This proposal is a step stan 
backward and will simply invite contracting officers to disregard advertising, tisin 
By the same token, S. 4294 proposes to amend 10 U.S.C. 2304(a), which | bei 
now contains 17 exceptions to the requirement of formal advertising, by add- ‘Pur 
ing yet another loophole by which military procurement officials may avoid | %™ 
full and free competition by resorting to negotiation. S. 4294 proposes to By 
amend 10 U.S.C. 2305(a) to change entirely the character of contract sped- Arm 
fications and permit resort by military procurement agencies to “perforn- from 
ance” specifications. This is just another way of turning back the clock to “or form 
equal” specifications, which have led to so much favoritism and collusion in the gene 
past. Certainly if S. 500 becomes law, formal advertising will virtually dis with 
appear from the field of military procurement, reasonably exact specifications they 
will go the way of the hoop skirt and the stone ax, and procurement officials that 
will spend $18 or $20 billion a year negotiating on an “or equal” basis with prac 
preferred or favored sources, all to the prejudice of the free enterprise system 3-21 
in general and small business concerns in particular. Proc 

In a recent judicial decision of the U.S. Court of Claims, Heyer Products (0. ¥. US. 
U.S. (140 F. Supp. 409), Judge Madden in his dissent suggested that bidders M 
should have the right under the Armed Services Procurement Act of 1947 to sue met! 
the Government for damages for losses resulting from award of contracts to and 
other than the lowest responsible bidder. In Judge Madden’s language: clud 

“The opportunity to expose such conduct * * * in a judicial proceeding, and prob 
the awarding to the victims of such conduct of compensation for their losses cond 
resulting therefrom, would be good for public morals. It would let * * * the Al 
normal legal consequences follow.” Com 

Courts have held many times that the Armed Services Procurement Act in its troll 
present form is for the protection of the public, and not unsuccessful bidders, proc 
However, Judge Madden has proposed the following: army 

“The principal purposes of the laws relating to bidding and of the statute afor 
here under consideration is, of course, the protection of the Public Treasury. AC 
But the background of this statute seems to me to show that another purpose burd 
of the statute was to give some businessmen the right to get Government con J Fc 
— if their bids were more advantageous to the Government than competing yond 

ids.” 

I strongly recommend to your subcommittee that it include in any amendment | of tl 
of the Armed Services Procurement Act a recognition of the right of an m@ | Wa 
successful bidder to challenge in a court of law the award of a contract by | and 
negotiation, or otherwise, to some higher or favored bidder. 

With warm good wishes, I am the | 

Very truly yours, Offic 


Cart L. SHIPLEY. it do 
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STATEMENT SUBMITTED BY MR. CHARLES D. SNEPP, KNOXVILLE, 
TENN. 


SUMMARY 
The following provides : 
(1) Statutory authority for the purchase of patented devices, etc., by 
negotiation rather than advertising ; and 
(2) Suit for patent infringement for damages, but not injunction, against 
the contractor, alternatively with suit for patent infringement against the 
Government in the Court of Claims. 
(The supporting data show that this works out to the public interest.) 


RE COMPTROLLER GENERAL’S DeEcIsION B-136916 (Oct. 6, 1958) 


In the captioned decision, copy of which is attached, the Comptroller General 
made the following statements in overruling a protest to the award of a contract 
to the Herbert Cooper Co., as the low bidder for certain material being procured 
py the Air Force, said protest being predicated upon the claim that in the per- 
formance of the contract and the furnishing of the material the low bidder would 
yiolate and infringe protestant’s patents : 

“Nor do we believe that negotiation under 10 U.S.C., 2304(10) would be 
authorized in other cases merely on the basis that the procurement involved 
patented articles, but rather that the determining factor should be whether or not 
it seems likely that persons or firms other than a patent holder capable of per- 
forming in accordance with the Government’s specifications, would be interested 
in submitting bids. What is a fair and reasonable price under such circum- 
stances probably could not be definitely ascertained except under formal adver- 
tising conditions. It is apparent that negotiation would in those circumstances 
be in contravention of the general requirement of 10 U.S.C., 2304(a) that 
‘Purchase of and contracts for property or services covered by this chapter shall 
be made by formal advertising.’ ”’ 

By reason of said decision, some branches of the Armed Forces, including the 
Army Corps of Engineers, have considered themselves as being under a mandate 
from the Comptroller General to effect procurements of patented articles under 
formal advertising rather than by negotiation. Previously, the Armed Forces 
generally followed the practice of negotiating contracts for patented equipment 
with either the patent owner or his licensee. This the Armed Forces recognized 
they had the right to do pursuant to 10 U.S.C., 2304(a) (10), which provides 
that an agency may negotiate for purchases of property “for which it is im- 
practicable to obtain competition.” In further recognition of such right, section 
3-210 of the Armed Services Procurement Regulations and section 3—210 of Army 
Procurement Procedures provide that purchases may be negotiated under 10 
U.S.C., 2304(a) (10) when competition is precluded due to patent rights. 

Manifestly, the Comptroller General is wholly unfamiliar with the detailed 
methods and procedures followed by the armed services in negotiating a fair 
and reasonable price for patented articles; otherwise he would not have con- 
cluded that “what is a fair and reasonable price under such circumstances 
probably could not be definitely ascertained except under formal advertising 
conditions.” 

Although said Procurement Regulations have not been changed since the 
Comptroller General’s decision of October 6, 1958, and even though the Comp- 
troller gives no reasons in his decision as to why or how said regulations and 
procedures previously followed thereunder violated 10 U.S.C., 2304(a) (10), the 
armed services, or some of them, feel compelled to follow said decision, as 
aforesaid. 

According to 35 U.S.C., section 282: “A patent shall be presumed valid. The 
burden of establishing invalidity of a patent shall rest on a party asserting it.” 

For the Government to grant patents on new inventions, and then to say, accord- 
ing to the Comptroller General’s decision, that patents should be disregarded by 
governmental agencies in the procuring of the devices, is to make a mockery 
of the patent laws, and to invite and encourage their violation. In fact, by 
awarding a contract to those who “would be interested in submitting bids” 
and thus willing to violate the law, the Government is providing the means 
and finances for them to do so. Section 282 is a congressional recognition of 
the need for all persons to respect a patent when granted by the U.S. Patent 
Office, and the statute applies with equal effect to a governmental agency as 
it does to any individual, corporation, or third party. 
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Even though a successful bidder who agrees to manufacture and furnish 
patented equipment is required to give the Government an indemnity against 
infringement claims and damages, this does not fully protect the Government 
nor does it afford protection to the patentee for whose benefit Congress has 
required by law that his patent shall be presumed to be valid, because— 

(a) There is no assurance to the Government that it will be furnished 
the exact equipment which it desires ; 

(b) The patentee will be required to bring suit against the Government 
and the Government exclusively, in the U.S. Court of Claims pursuant to 8 
U.S.C. 1498. 

Under the present law, the patentee may not sue the iufringer and hag po 
claim for relief against him. The patentee’s sole recourse and redress is against 
the Government for compensation (Richmond Screw Anchor Co. v. United States, 
275 U.S. 331; Dearborn Chemical Co. v. Arvey Corp., 114 F. Supp. 369). 

To require the patentee to maintain his suit in the Court of Claims impoges 
long delays and costly expenses to both the Government and the patentee. At 
the termination of the litigation, the indemnity received from the successgfyj 
bidder and infringer may or may not be any protection to the Government for 
the purpose of reimbursing it for the costs, expenses, and damages incurred, 

Since the Comptroller’s decision is contrary to 10 U.S.C. 2304(a) (10) and 
35 U.S.C. 282, he should be requested to reconsider the same and to render ap 
opinion which will be in accord and in harmony therewith, and with the inter. 
pretation placed thereon by the armed services in their procurement regulations, 

To avoid future repetitions, it is suggested that the following language of gee. 
tion 3-210(ii) of the Armed Services Procurement Regulations be added as an 
amendment to 10 U.S.C. 2304(a) at the end of the first sentence thereof: “except 
when competition is precluded because of the existence of patent rights, copy- 
rights, secret processes, control of basic raw materials or similar circumstances,” 

To relieve the Government of the necessity of defending infringement suits 
and to enable the patentee to proceed directly against the infringer in the US. 
district courts, thereby conserving expenses for all parties concerned and to 
expedite the adjudication of the rights of the parties, it is suggested that 28 
U.S.C. 1498, be amended by deleting from the first paragraph thereof the follow- 
ing language: “the owner’s remedy shall be by action against the United States 
in the Court of Claims for the recovery of his reasonable and entire compensa- 
tion for such use and manufacture.” and substitute therefor the following lan- 
guage: “the owner’s remedy may be by action against the United States in the 
Court of Claims for the recovery of his reasonable compensation for such use 
and manufacture, or against the contractor or subcontractor in the U.S. district 
court.” Then 28 U.S.C. 1400, should be amended by adding the following 
provision : 

“(e) The district court shall have jurisdiction to render judgment upon any 
claim against anyone other than the United States for damages adequate to com- 
pensate for the use or manufacture of an invention covered by a patent of the 
United States which has been used or manufactured for the United States 
without license of the owner thereof or lawful right to use or manufacture the 
same.” 

By so amending sections 1498 and 1400, an action for damages could be 
maintained either in the district court against the infringer or in the Court of 
Claims against the United States, but in either event, since no injunction would 
be permitted against the supplier of the patented devices, Government procure 
ments would not be delayed or impaired. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, October 6, 1958. 
B-136916 


The Honorable the SECRETARY OF THE AIR FORCE. 


Dear Mr. Secretary: Reference is made to your letter of September 16, 198 
requesting clarification of our decision to you of August 25, 1958, B—136916, cot 
cerning a probable infringement of a patent in the event of an award of a cor 
tract to the Herbert Cooper Co., Genesee, Pa., as the low bidder under Mobile 
Air Materiel Area Invitation for Bids No. 01-601-58-482, issued June 9, 198 
for procurement of 12,450 tube assemblies to connect oxygen masks with oxygel 
regulators. 
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The Herbert Cooper Co. had been awarded two prior Air Force contracts for 
assemblies of the type advertised under the invitation of June 9, 1958, but on 
July 8, 1958, Fred T. Roberts and Robert Eldon Roberts filed an action against 
the Herbert Cooper Co. in the U.S. District Court for the Middle District of 
Pennsylvania, alleging patent infringement and requesting injunctive relief. 
Due to the urgency of the Government’s requirements, the Air Force specifi- 
cally authorized the Herbert Cooper Co. to proceed with its method of manu- 
facture, whether or not such methods infringed the patents involved, thereby 
subjecting the United States to possible liability under the provisions of section 
1498, title 28, United States Code. 

Section 1498, title 28, United States Code, was designed for the purpose of 
furnishing patentees adequate compensation for the use of their patents by or on 
behalf of the Government, and at the same time preventing the obstruction of 
Government activities by disputes or litigation between private parties respect- 
ing such patents. However, it has been held that the Government may properly 
protect its interests by securing indemnity agreements from its suppliers to 
cover possible losses occasioned the Government by reason of patent infringe- 
ments by its suppliers (Dearborn Chemical Co. v. Arvey Corp., 114 F. Supp. 369). 
Also, it appears that section 1498 would be no defense to a suit by the owner of 
a patent against a licensee for royalties. (See Yassin v. United States, 76 F. 
Supp. 509, 110 C. Cls. 211.) 

It was pointed out in our decision of August 25, 1958, that Invitation No. 
01-601-58-482 incorporated the standard clauses entitled “Notice and Assistance 
Regarding Patent Infringement”; “Authorization and Consent”; and “Patent 
Indemnity (Not Predetermined).” It must be assumed that the authorization 
and consent clause was included for the purpose of invoking the provisions of 
section 1498, title 28, United States Code, so that, in conjunction with a bid- 
der’'s required agreement to indemnity the United Staes agains loss, all bids 
would be for consideration on a common basis, whether or not the equipment 
which the Government desired to purchase could be produced by some of the 
bidders without infringing one or more existing patents. In such circumstances, 
it was concluded that it would be improper to reject the low bid of the Herbert 
Cooper Co. and make an award to one of the licensees of Fred T. Roberts and 
Robert Eldon Roberts, either pursuant to the invitation for bids or by negotia- 
tion under the exception provided in 10 U.S.C. 2304(a) (10), applicable where 
“it is impracticable to obtain competition.” 

We indicated that the advertisement made in the Cooper case was not incon- 
sistent with the decisions rendered in 13 Comp. Gen. 173 and 14 Comp. Gen. 298, 
which were cited by your Department. You again refer to and quote from the 
first of these decisions in support of the proposition that the Government should 
ordinarily purchase patented articles from the patentees or their licensees where 
there is no doubt as to the validity of the patents concerned. 

Although you state that the decision of August 25, 1958, was dispositive of the 
particular facts presented, you request clarification of its broader implications 
since there will be a recurring need to procure patented articles, including those 
involved in the Cooper case. It is suggested that the indiscriminate use of the 
right afforded to the Government under 28 U.S.C. 1498 would be inimical to and 
destructive of the public policy considerations underlying the patent law. It 
is our view, however, that section 1498 appears clearly to constitute a modifi- 
cation of the patent law by limiting the rights of patentees insofar as procure- 
ment of supplies by the Government may be concerned, and by vesting in the 
Government a right to the use of any patents granted by it upon payment of 
reasonable compensation for such use. We believe that the statute is not con- 
sistent with any duty on the part of a contracting agency of the Government to 
protect the interests of patentees or licensees with respect to articles which it 
proposes to purchase, since the statute itself defines and provides an exclusive 
remedy for enforcement of the patentee’s rights as to the Government. Any 
other interpretation would appear to us to impose an impossible burden upon 
Government procurement officials to determine the applicability and validity of 
any patents affecting any articles desired. 

Where the procurement is to be made by formal advertising, it is our opinion, 
notwithstanding what was said in 13 Comp. Gen. 173, that there is no alternative 
to the securing of the maximum amount of competition from firms qualified and 
willing to undertake the production of the articles, subject, of course, to their 
Willingness and ability to indemnify the Government against claims of patentees. 
There may be certain conditions indicating that it is impracticable to secure 
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competition in a given case, in which event the authority to negotiate under 
10 U.S.C. 2304(a)(10) might properly be exercised, but we believe that 
armed services have no authority to dispense with the requirements of formal 
advertising solely on the ground that such procedure would tend to impair the 
integrity of the patent system. The Congress has made no exception to the 
advertising statutes in that respect and has specifically provided patentegs , 
remedy in the Court of Claims for any patent infringements involved in the pro- 
duction of articles for the United States. 

In the Cooper case it was considered that the bids received in response ty 
the invitation—which varied even between licensees—conclusively established 
the existence of competition, thus negativing the departmental suggestion to the 
effect that it would be proper to reject all bids and negotiate with the licensees 
of the Roberts’ patents because it was impracticable to secure competition, 

Nor do we believe that negotiation under 10 U.S.C. 2304(10) would be author. 
ized in other cases merely on the basis that the procurement involved patenteg 
articles, but rather that the determining factor should be whether or not it seems 
likely that persons or firms other than a patent holder, capable of Performing 
in accordance with the Government’s specifications, would be interested in submit. 
ting bids. What is a fair and reasonable price under such circumstances prob- 
ably could not be definitely ascertained except under formal advertising coni. 
tions. It is apparent that negotiation would in those circumstances be in contra. 
vention of the general requirement of 10 U.S.C. 2304(a) that “purchases of 
and contracts for property or services covered by this chapter shall be made 
by formal advertising.” 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States, 


STATEMENT OF DAN FOLEY, PRESIDENT OF METEOR AIRCRAFT 
PRODUCTS, INC. 


INTRODUCTION 


By way of introduction, I am Dan Foley, president of Meteor Aircraft Prod- 
ucts, Inc., a small firm established in 1951 for the design and manufacture of 
aircraft equipment. Our company was incorporated in West Virginia in January 
1952, and is located in Fairmont, W. Va. 

The following facts were compiled from Government agency reports, congres- 
sional hearings, industry surveys, and through discussion with many other small 
Government contractors, ete. These facts point up what is unquestionably the 
most serious problem currently facing all small firms trying to do business with 
their Government—the unpaid contract termination claim. 

It is considered a great privilege to present these facts to the subcommittee: 
for its information. 

STATEMENT 


The Government’s deliberate destruction of little independent contractors 
has reached an alarming rate. Pentagon preference for dealing with big busi- 
ness only—large firms operating fully equipped, Government-owned plants, 
rent-free, in competition with small companies—the crushing wartime far 
burden with no loopholes for small businesses—the “weapons system” concept 
by which entire procurement programs are placed with a single big company— 
high salaried employment by big companies of ex-military “brass” with Penta 
gon connections—big firms’ policy of adding departments and subsidiaries t0 
perform work formerly subcontracted—sole source procurements by politics 
rather than performance—ever-increasing maze of redtape, voluminous col 
flicting specifications, audits, surveys, etc., with which only large firms ca 
cope—fiagrant violation of small firms proprietary rights—have all taken 4 
heavy toll of small companies. But the Government’s most potent weapon 2 
killing them off, the one by which it robs them of their own working capital, 
is the infamous contract termination “for Government convenience.” 

All Government contracts contain a clause permitting the Government 
cancel at its “convenience.” Thousands of contracts are so canceled annually 
when the Government decides the material ordered is no longer needed, usually 
because of slipshod procurement. When a contractor receives an order, be 








€ under 
hat the 
' formal 
pair the 
1 to the 
ntees a 
the pro. 


nse to 
ablished 
n to the 


icensees | 


n. 

author. 
datented 
it Seems 
forming 
submit- 
es prob 
& condi- 
| contra- 
lases of 
be made 


Ts, 
‘tates, 


RAFT 


ft Prod- 
cture of 
January 


congres- 
er small 
ably the 
ess with 


mmittee 


itractors 
big busi- 
plants, 
ime tax 
concept 
npany— 
h Penta 
aries to 

politics 
ous Col 
rms cal 
taken & 
2apon in 
capital, 


MILITARY PROCUREMENT 483 


immediately begins spending his capital for material, labor, ete. Upon can- 
cellation, the small contractor submits his claim for costs incurred—and nothing 
happens. Not having the resources to exist with his working capital withheld 
for years, he is forced into bankruptcy. Over the past 10 years, the Govern- 
ment has thus destroyed thousands of small companies. U npaid claims, many 
over 5 years old, currently total over $6 billion, a national disgrace. 

Some believe this is part of the scheme toward a Socialist United States of 
America, the Marxist doctrine’s “elimination of the middle class.” Others 
feel it is one result of the widespread corruption prevailing as accepted practice 
in Government procurement. Industry associations have attempted for years 
to cause the Pentagon to revise their unilateral termination policies, to no 
avail, as the big-Government bureaucrats insist on retaining their power of 
life or death over all with whom they do business. 

The Contract Settlement Act of 1944, enacted for the “fair, fast, and final” 
settlement of World War II contract claims, provided for payment of interest 
on unpaid claims, a definite incentive for prompt settlement. Consequently, 
the millions of contracts canceled at the end of the war were promptly 
settled. When, in 1947, we allegedly began an era of peace and very limited 
defense spending, the proponents of revised legislation demanded the elimina- 
tion of the interest provision, claiming it was unnecessary as there would be 
few contracts and practically no terminations. The Armed Services Procure- 
ment Act of 1947 was passed omitting the interest provision, and the $6 billion- 
plus backlog of claims is the result. And with the Defense Department alone 
placing 4 million contracts each year, at a cost of $40 billion annually, the problem 
worsens daily. 

Large firms are generally unaffected. From “progress payments” received 
during their contracts, they are already paid up to date in the event of cancel- 
lation. Further, their high paid, ex-Government executives have the necessary 
Government contacts to secure prompt payment of any claims submitted. The 
Defense Department, the giant spender among Government procurement agen- 
cies, and particularly the Air Force, is the biggest offender in this corrupt 
“double standard” of handling claims, by which over-generous settlements are 
promptly made to favored large contractors while small firms are stalled into 
bankruptcy. In a recent instance, the Air Force General Counsel admitted 
spending over a half million taxpayers’ dollars in stalling payment of one 
small contractor’s claim. This is standard Government procedure. 

This “double standard” has vastly increased Government procurement costs. 
Excessive claims paid to large companies is an obvious waste of taxpayers’ 
money. While refusing payment of the small firms’ claims, the Government usu- 
ally spends many times the amount claimed, in conferences, audits, reports, 
correspondence, litigation, etec—more waste. Firms thus bankrupted are no 
longer competitors. Those firms forced to accept unfair settlements through the 
Government’s delaying tactics usually withdraw from Government procure- 
ment, and likewise are no longer competitors. Fewer competitors means higher 
prices to the Government. The remaining firms necessarily increase their prices 
as protection against delayed and unfair termination settlements. 

Despite the proven facts, Government agencies falsely deny the huge claim 
backlog, alleging that no problem exists. Inquiries into this deplorable situa- 
tion are either ignored, or met with “information not available,” or are answered 
with false “records” minimizing the problem and assuring that “existing poli- 
cies are equitable.” Inquiries into a particular unpaid claim are invariably met 
with voluminous files of slanted misinformation, ending with “the company has 
been treated fairly,” but not paid. 

As opposed to the multimillion dollar associations constantly lobbying for 
their big-company members, small firms have no lobby and no place to turn 
for assistance. Government agencies and congressional committees charged with 
the responsibility of assisting them are obviously not doing so, else the huge 
claim backlog would not exist. Actually, many Members, while talking for pub- 
licity, profess a profound interest in small firms, but vote and act in a decidedly 
anti-small-business manner. The Government Contractor, May 18, 1959, re- 
ports, “Figures just released by GSA for the last half of 1958 reveal that the 
Small Business Administration placed only 18.8 percent of its total dollar 
purchases with small business firms. Only one civilian agency, Federal Power 
Commission, showed a lower percentage of small business purchases.” Un- 
fortunately, many legislators have been brainwashed by the Pentagon into be- 
lieving that the military is sacred, can do no wrong, and should not be ques- 
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tioned. The press and congressional investigations have too often exposed the 
fallacy of this belief. 

The record proves that in the absence of an interest provision, the Government 
will not pay its just claims. Citizens are penalized 6 percent interest, plus 
“penalties,” for late payment of obligations, such as income tax, to the Gov. 
ernment. Should not the Government likewise pay interest on obligations due 
its citizens? What has happened to the leaders of this once great Nation that 
causes them to give away billions of American tax dollars abroad every year 
while refusing payment of the just debts due Americans? : 

The only way to promptly end this destruction of small American businesses 
is through simple legislation to— 

(a) Establish a temporary Contract Settlement Board for 6 months only. 
similar to that formed after World War II, manned by industry civilians 
reporting to Congress, and not under Defense Department jurisdiction, to 
clear and pay the current backlog of claims. And to force prime gop. 
tractors to pay their outstanding subcontractors’ claims. 

(b) Amend the Armed Services Procurement Act (1) putting back into 
law the requirement for payment of 6 percent interest on both prime ang 
subcontract claims for cancellation date until paid; (2) setting a time limit 
for payment of 30 days from receipt of claim; (3) withholding payment of 
prime contractor’s claim until he has paid his subcontractors’ claims, 


1. Overdue claims exceed $6 billion? 


“It is a national disgrace to have $6 billion in unpaid claims” (American 
Aviation, June 16, 1958). 

“Mr. Chairman, on termination settlements, we understand currently the 
value of unsettled contracts is approximately $6 billion. This figure was pub 
lished in Washington just a week or so ago” (House hearings under H. Res, 56, 
“The Aircraft Industry,” Select Committee on Small Business, U.S. House of 
Representatives, June 1958). 

“In June 1958, the value of unsettled claims on terminated defense prime and 
subcontracts was reported as approximating $6 billion” (Strategic Industries 
Association, Los Angeles, SIA Policy Manual ‘‘Where We Stand,” 1958-59). 

Latest Defense Department figures show contract cost of unsettled termi- 
nations total $5,529,202,809 (Contract termination settlement letter circular, 
Washington, D.C., Nov. 1957.) 


2. Terminations increasing 


An example of the alarming increase in terminations: Navy alone, in fiscal 
1958 canceled for “convenience” 748 contracts valued at $248,789,000. In the 
first 11 months only of fiscal 1959, 1,620 contracts valued at $339,216,000 were 
eanceled by Navy for “convenience.” A total of 3,886 contracts valued at a 
fantastic $1,061,441,000 have been canceled by Navy in less than 3 years (fiscal 
1957-58, 11 months 1959). As of May 1959, 633 “convenience” terminations 
valued at $850,870,000, many from prior years remained unsettled, the con- 
tractors unpaid (Navy’s “Survey of Procurement Statistics,” Navexos P-157, 
June 1957, June 1958, May 1959). 

The Chairman of the Air Force Panel, Armed Services Board of Contract 
Appeals, regarding the fact that the backlog of pending Air Force claims had 
doubled within 2 years, commented, “We were uncertain for a few months as 
to whether or not this greatly increased influx was going to continue. It appar- 
ently now is going to continue” (House hearing under H. Res. 67, “Inquiry into 
the Administration and Operation of the ASBCA,” Committee on Armed Services, 
U.S. House of Representatives, Dec. 4, 1958). 


8. The “double standard” : 


Air Force General Counsel admits the Government has a ‘double standard” 
for dealing with its contractors, handling big firms with kid gloves “to keep 
them in business,” but being tough on the “pork and beans boys,” the little 
companies (Washington Daily News, Jan. 12, 1959). 

“The subcommittee has observed a tendency on the part of the military 
departments to (1) terminate large contracts with big-business concerns for 
(Government) convenience, despite obvious failures by the contractors; (2) 
exact unduly harsh settlements in some default terminations involving relatively 
small contracts with small-business concerns, sometimes forcing the companies 
into bankruptcy.” 


® Only 1 billion minutes have passed since the Crucifixion. 
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“In terminating 188 large contracts, aggregating almost $2 billion in contract 
value (each exceeding $300,000), the (Navy) Bureau of Aeronautics has made 
not one default termination ; all were terminated at the convenience of the Gov- 
ernment.” Of 13,711 contracts terminated by military services in 1954 and 1955, 
91 percent were “for the convenience of the Government.” Of the total value 
of items terminated, ‘98.6 percent represented convenience terminations.” Of 
the 1,209 default terminations, 90.3 percent were on small contracts of less than 
$100,000. Although a “termination for default” clause is included in all Govern- 
ment contracts with small American firms, it is not included in “agreements with 
foreign governments, wherein they (the Government) consider a default clause 
not appropriate’(H. Rept. 1169, “Letter Contracts and Contract Termina- 
tions in Military Procurement,” Subcommittee on Military Operations, Committee 
on Government Operations, U.S. House of Representatives, Aug. 14, 1957). 

“There has been no lessening of the ingrained proclivity of military contracting 
officers to lean toward the larger manufacturers in preference to doing business 
with qualified smaller companies” (findings of Senate Subcommittee on Military 
Procurement, SIA Bulletin, August-September 1957). 

“There are those (procurement officers) who would still like to do all their 
business, if they could, with a few billion-dollar corporations—they are appar- 
ently not concerned with the consideration that, if small business is eliminated 
from the American picture, we have lost the overall fight for the American system 
even without a battle, much less a war.” 

Commenting on the Pentagon’s strenuous opposition to passage of a bill that 
would allow small firms to “receive a fair share of Government procurements,” 
the report states, ‘the time has come for the executive agencies of Government 
including the armed services, to realize once and for all—that once small busi- 
ness is gone, this country will be gone” (H. Rept. 1576, 81st Cong., Select Com- 
mittee on Small Business, U.S. House of Representatives). 

4. “Double standard” in action 

When Congress investigated Air Force’s contracts with Kaiser and charged 
that: (a) John McCone, Under Secretary of the Air Force, had “arranged” the 
contracts and that McCone was formerly associated with Kaiser in shipbuilding 
during World War II, and was president of Bechtel-McCone Corp., in which 
Bechtel was a large Kaiser stockholder; (0) Kaiser firms had received over 
$6%4 billion in Government contracts, over $219 million in RFC loans, and $409 
milion in tax amortizations; (c) Air Force was paying Kaiser $1,339,140 each 
for the same C—119 aircraft bought from Fairchild for $265,067; (d) Kaiser had 
“improperly allocated” 35 percent of its auto manufacturing costs to Government 
contracts) in one instance $4,200,000 was “improperly allocated”); (c) Air 
Force had paid Kaiser millions of dollars to build 150 C—123 aircraft, but after 
2 years not one plane was built—the Air Force stoutly defended Kaiser. When 
public pressure forced the Air Force to cancel Kaiser’s defaulted contracts, they 
did so “for Government convenience” and paid Kaiser over $83 million ($83,- 
128,950.76) for its C-123 claim alone, only 2% months after submitted, and on 
the last day of the fiscal year. But some of the small C—123 contractors who 
delivered are still unpaid, over 6 years later. (Notre.—McCone is now AEC 
Chairman and Kaiser’s firms are among the largest AEC contractors.) (Senate 
report, “Aircraft Procurement—Contract Award of C-119 Cargo Planes by Air 
Force,” Preparedness Subcommittee No. 1, Committee on Armed Services, U.S. 
Senate, June 1953, Congressional Record, June 15, 1953, p. A3623.) 


5. Industry associations prove vast scope of problem 


Strategic Industries Association’s nationwide survey on small companies’ 
problems in military procurement covered 1,000 independent firms currently 
engaged in defense work. 

Re termination claims: “Fifty-six percent of the companies reported difficulty 
in getting prompt settlement; 47 percent of the companies added the opinion 
that settlements obtained were not always fair; 39.4 percent said they had diffi- 
culty contacting the proper prime contractor, or military personnel, to get cor- 
rect information on the status of a delayed termination settlement.” 

One firm recently reported getting the runaround on a $500,000 settlement 
“because procurement personnel said they were ‘too busy’ placing new orders 
to settle up old ones” (SIA Bulletin, January and May-June 1958). 

“It has been observed that prime and upper-tier subcontractors are generally 
unwilling to pay the claims of their subsuppliers until the final approval of prime 
termination claims has been made and paid. Endless reviews, audits, and arbi- 
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trary ‘disallowances,’ as well as prolonged delays, typify the position of many 
subcontractors and subsuppliers. It is evident that the loss of working capita) 
tied up in delayed settlements is seriously hampering recovery during the reces. 
sive period” (SIA Policy Manual, “Where We Stand,” 1958-59). 

National Security Industrial Association’s report, “Recognition of the Risks of 
Government Contracting,” based on a year’s survey of defense companies, lists 
actual case histories of the Government’s mishandling of their “convenience” 
termination claims (NSIA, Washington, D.C.). Typical cases reported: 

(a) Payments withheld, freezing working capital indefinitely. “On one of oy 
terminations an amount of $30,000-plus was withheld and has not been paid 
to date.” 

(>) Experiencing the dissolution of entire organizations, with corresponding 
loss of skills and know-how, as a result of unpaid terminations. 

(c) Because of undue delay in obtaining approval of subcontractors’ claims 
by Government contracting officers, they were forced in many cases to make 
termination settlements with their subcontractors to save them from bank- 
ruptcy. 

(d) Several contracts with one company were terminated for “Government 
convenience” when they were 20 to 50 percent complete. Company experienced 
two terminations in 2 months. 

(e) The situation resulting from Government convenience terminations “wag 
complicated tremendously by an extreme lack of knowledge by Government 
representatives of their own regulations,” which resulted in tying up the com- 
pany’s working capital for 2 years. 

(f) Partial costs were not reimbursed “until 22 months after termination, and 
the balance due of $100,000 was not received until 444 years after termination.” 

(g) Terminations “caused a serious disruption in the economy of our com- 
munity. Many employees and their families were in financial difficulties.” 

(h) Upon termination, the company received a claim from one of its most 
valued subcontractors, negotiated a settlement with this subcontractor, had it 
audited by the Government, and transmitted it to the contracting officer for ap- 
proval. Approval was withheld so long that the subcontractor threatened guit 
against the company several times, and now refuses any further work from 
the company. 


6. Government “tyrants” 


Most Government contracting officers unjustly abuse their authority and use 
the unlimited resources of the Government to batter down and destroy any small 
contractor against whom they incur personal ill feeling, for whatever reason. 
Their usual tactic is simply to withhold or reduce payment due the contractor, 
thereby forcing him to knuckle under to the contracting officer’s whim. His 
only alternative is to shoulder the enormously expensive (in both time and 
money) burden of “appealing” through boards and courts for years, in which 
process he goes further and further in debt and often bankruptcy, the con- 
tracting officer’s goal. Even a cursory review of a few claims discloses many 
wherein the contractor is undeniably correct, beyond question, and is fully 
supported by his contract. The only reason behind such cases is that the con- 
tractor somehow incurred, and was subjected to, the wrath of his dictatorial 
contracting officer who set out to “show him.” Contracting officers have nothing 
whatsoever to lose by such persecution, and are usually supported by their appeal 
boards. 

“The Board holds that the fact that final payment had been made under the 
contract, did not deprive the contracting officer of authority to decide, as he 
did, that contractor must refund the payment to the Government.” And “the 
contracting officer has authority to make a determination assessing actual dam- 
ages (against a contractor). It is not necessary for the Government to go to 
court to recover the damages.” (The Government Contractor, Washington, D.C. 
June 15, 1959. ) 

In a recent case in which the Court of Claims set aside as “arbitrary, capricious, 
and grossly erroneous a decision of the Secretary of the Interior,” the Supreme 
Court overruled the Court of Claims and upheld the Secretary’s decision as being 
final, stating, “This Court has consistently upheld the finality of the department 
head’s decision * * *,” 

Supreme Court Justice William Douglas, discussing the system recently, 
stated that it “has wide application and a devastating effect. It makes a tyrant 
out of every contracting officer. He is granted the power of a tyrant even though 
he is stubborn, perverse, or captious. He is allowed the power of a tyrant though 
he is incompetent or negligent. He has the power of life and death over a private 
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pusiness even though his decision is grossly erroneous. Power granted is seldom 
neglected.” Justice Douglas says a citizen should be able to appeal to an inde- 
pendent body, created by Congress, rather than a board of Pentagon officers whose 
pranches of service are directly involved (American Bar Association Journal, 
yol. 89, No. 5). 


”, Thousands of claims unpaid 


Right hundred and twenty-two claims “pending” before the Pentagon-operated 
Armed Services Board of Contract Appeals as of June 1, 1959. (These include 
Army, Navy, and Air Force prime contract “appeals” only. Not included are the 
thousands of claims not appealed to ASBCA, the thousands “disposed of” by 
ASBCA but not paid, the thousands removed from the dockets for “lack of 
prosecution,” etc. because the Government stalled until the firms were bankrupt, 
and the thousands of subcontractors’ claims awaiting Government approval, etc., 
ete.) (ASBCA Appeals Status Report, June 1, 1959). 

In the Los Angeles area alone, there are an estimated 5,000 contract and sub- 
contract termination claims now filed and more to follow (SIA Bulletin, August— 
September 1957). 

Six thousand two hundred and twenty-six cases pending before the U.S. Court 
of Claims, of which 345 are contract claims, as of June 1, 1959 (Clerk, U.S. Court 
of Claims, June 16, 1959). 

Six hundred and thirty-three Navy contract claims unsettled as of May 31, 
1959 (Navy’s “Survey of Procurement Statistics,’’ Navexos P-1573, May 1959). 


8 Nationwide destruction of small firms 


In Los Angeles alone, $100 million of termination claims are held by local 
subcontractors and many millions more expected. Five hundred local aircraft 
subcontractors going out of business. The termination claim settlement problem 
“has become a life or death matter for thousands of independent defense con- 
tractors in the Los Angeles area.” One subcontractor with 200 employees has 
his entire working capital, $135,000, withheld in termination claims (Los 
Angeles Mirror News, October 15, 1957). 

Small Memphis company, typical of thousands, still unpaid for 1951 contract 
termination, was forced to lay off all but 14-man caretaker staff, of 350 em- 
ployees. Head of the firm, who has spent 8 years and $125,000 in legal fees try- 
ing to collect claim, avows he will never again “accept a Government contract” 
(Washington Daily News, January 12, 1959). 


9. Government “rubber stamp” appeal boards 


In a dispute with a Government contracting officer over a termination claim, 
the small contractor can sometimes “appeal” to a Government appeal board, 
after he has received the contracting officer’s decision in writing. The board’s 
members are Government personnel from the same agency as the contracting 
officer. Members sometimes serve as counsel for the Government against the 
contractor, and board member at the same time, a disgraceful insult to justice. 
The record proves that these boards operate at tremendous expense, always 
with large backlogs, and seldom find on behalf of the small contractors. Since 
they merely serve to stall contractors into unfair settlements or bankruptcy, 
with diluted responsibility so the blame cannot be pinpointed to one individual 
bureaucrat, they should be promptly abolished. Typical and largest is the De- 
fense Department’s Armed Services Board of Contract Appeals (ASBCA). 

“The ASBCA is the authorized representative of the Secretaries of the Army, 
Navy, and Air Force * * *” (Rules—ASBCA). 

ASBCA’s own report for June 1959 shows these totals, to date: 


BONA OOG gwd A ios ee a eG I ed Cl 5, 719 
Appeals heard (including rehearings and hearings on motions, etc.) —---- 2, 919 
GINO OO aires er) i UE LU ee ee 4, 916 
IRIE ros8  ee ee ee le a 822 


Appeals received less appeals heard leaves 2,800 cases not heard, yet only 
§22 are pending. What happened to the other 1,978? 

Of 4,916 disposed of, only 2,919 were heard. What happened to the other 
1,997? 

Perhaps many of these 2,000-odd cases were removed from the Board dockets 
“for lack of prosecution” when the years of Government stalling forced the 
small firms into bankruptcy. 

Of the 822 cases pending, only 197 are shown as “Awaiting action by appel- 
lant”; presumably all others are still awaiting Government action. 
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As possible evidence of Pentagon figure-juggling to whitewash the claim prop. 
lem, the report discloses these further errors: 














| Army | Navy | Air Force Total 
aie So tieeedaan ei eiaAmiinmipatneninimensseanniin S ciicsieaaammecaiiaadnait _ enna 
Appeals received, total to date________._._.-- a 3, 302 1, 1, 333 5,719 
Plus appeals re instated_ ee eS oe 12 7 91 
3, 299 1,025 1, 340 5, 664 











All sums are wrong except Air Force. In the previous month’s report, all 
sums were wrong, including Air Force. (ASBCA’s one-page appeals status report, 
June 1, 1959 and May 1, 1959). 

The House Armed Services Committee, in examining data supplied by ASBCA 
on its operation for 2 years, fiscal 1957-58, noted the following facts, but as usual, 
no corrective action was taken. 

(A) The published hearings list page after page of delayed, small company, 
settlements, some “pending” over 5 years; 792 cases “pending” before the board 
on June 30, 1958, of which 147 were still “pending” over 2 years after appeal, 
The backlog of Air Force claims doubled during this period. “U.S. courts have 
held that a delay of 2 years amounts to a denial of the remedy;”. (This delay 
follows the months or years awaiting contracting officer action. ) 

(B) Government contracts contain the provision “that any ‘question of faet’ 
not disposed of by the parties amicably, ‘shall be decided by the contracting 
officer’ * * *.” (Thereby giving him the unquestionable power of a dictator.) 

(C) “Total cost of operating this Board in the 2 years, $769,408,” of which 
$705,703 was salary. (A highly expensive and damaging bureaucracy.) 

(D) Of $27 million in claims “disposed of” in this period by the Board, “it sus. 
tained contractors’ claims and allowed $6,386,443 of the total claims.” Only 24 
percent allowed. Of 627 cases ‘in which monetary value was in issue for a de 
cision by the Board,” it fully sustained the contractors’ claims in only 130 cases, 
or less than 21 percent. (And the cost of delays in “appealing” usually exceeded 
the claims allowed. ) 

(E) Of the 77 “default” termination cases “disposed of” in this period, in 
which the contractors “appealed” to have the terminations classed as “Goy- 
ernment convenience” in order to seek payment for their work, the Board sus- 
tained 20 appeals and denied 57. (Some default terminations are so obviously 
fraudulent that even the biased Board dares not endorse their prejudiced con- 
tracting officers. ) 

(F) During this period the Board disposed of 1,421 cases, and ‘only one case 
involved a decision in excess of $1 million * * *.” (Large firms are paid promptly. 
Only small firms are forced to appeal.) 

(G) Average time for Board decision is “18 months after the date of appeal.” 
It is not surprising that few appeals reach the Court of Claims “in view of the 
length of time involved in getting through the Board of Contract Appeals, to say 
nothing of the contracting officers.” (Most small firms end in bankruptcy when 
robbed of their working capital for years. ) 

(H) The Raylaine Worsted claim for $25,462 was decided by the Board after 
16 years. ,(An example of what can happen.) 

(1) During the 2-year period “the Government entered into 7,837,000 con- 
tracts—183,000 (approximately 2 percent) of these contracts exceeded $10,000 in 
value.” (If only 10 percent were canceled for Government convenience, it would 
amount to nearly 400,000 small contractor claims annually. ) 

(J) The Government requires their procurement agencies to move for re 
consideration, and to use three attorneys, when they consider “the Board’s de 
cision to be wrong” (in favor of the contractor) “to insure that the Government's 
interests * * * are fully protected.” If, after reconsideration, the Board still 
favors the contractor, payment to him shall be further withheld until the case 
is reviewed by the Judge Advocate General, then by the Assistant Secretary of 

the service, then by the General Accounting Office. 

“This is a further protection of the Government’s interests.” (So what chane 
has the contractor for justice from the Board?) (House hearing under H. Res 
67, “Inquiry into the Administration and Operation of the ASBCA.” Subcom 
mittee for Special Investigations, Committee on Armed Services, U.S. House of 

Representatives, December 4, 1958.) 
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A House Appropriations Committee report on the Board’s operation, based on 
material supplied by ASBCA, noted conservatively, “It became evident in the 
course of the staff’s study, however, that the period of time required for proc- 
essing an appeal through the Board was becoming so lengthy as to rather seri- 
ously impair the effectiveness of the procedure.” The report showed the Board’s 
packlog of appeals grew from 810 at the end of fiscal 1956 to 1,000 at the end of 
gseal 1957. The Air Force falsely proclaimed, “(postponements requested by 
the contractors) in fact accounts for most of the delay noted in the statistics of 
the report” (staff report, hearings on Department of Defense Appropriations 
for 1959, Appropriations Committee, U.S. House of Representatives, April 15, 
958). 
~ Air Force believes the Board should rule against the contractor even more 
often. Air Force General Counsel recently stated, “We feel the Board is too 
liberal with the taxpayers’ money” (Washington Daily News, January 12, 1959). 

“Some Government contractors and lawyers have described the boards of con- 
tract appeals as tyrants with the power of life and death over anyone that 
comes before them and have depicted their procedures as part of a system that 
results in dictatorship and totalitarianism” (American Bar Association Journal, 
yol, 89, No. 5). 


10. Big firms employ ex-Government brass 


Through the influence and “connections” of their ex-Government executives, 
large firms are able to promote prompt, favorable settlements in the event any 
of their contracts are canceled. Much has been said, but nothing done to bar 
the employment of these “influence peddlers.” 

After emphatically defending at length, the practice of high-ranking Govern- 
ment officials “retiring” to accept fat salaried positions with large defense con- 
tractors, Deputy Defense Secretary Thomas Gates recently admitted before the 
House Armed Services Investigating Subcommittee “that a partially completed 
survey by the Navy has disclosed 300 cases which might involve violations of 
present ‘conflict of interest’ laws.” 

Representative Alfred Santangelo told the subcommittee, “this practice of 
hiring retired Officials smells to the high heavens—procurement officers await 
the day when they shall retire so that they can join defense contractors at lucra- 
tive salaries—(these officers) are motivated by a desire to feather their future 
nests and thereby grant negotiated contracts when the items lend themselves 
tocompetitive bidding.” 

Subcommittee Chairman Hébert declared, ‘“‘The American people are alarmed 
and aroused at what they see and what they hear today about the conduct of 
our weapons procurement and about the alleged conduct of some military men 
who depart the ranks of defense for lush places on the payrolls of defense con- 
tractors” (Aviation Week, July 13, 1959). 

“Senator Paul Douglas made public a list drawn by the Department of Defense, 
showing that 721 former military officers of the rank of colonel or above are 
employed by the 100 largest contractors who receive 74 percent of the total 
defense business. The list, not yet completed, disclosed 177 ex-officers working 
for 7 (of the largest) aircraft firms.” 

Senator Jacob Javits recently commented that the President believes “political 
and financial pressures may be intruding into decisions on defense spending” 
(Aviation Week, June 29, 1959). 

Senator Kenneth Keating protested to a Senate Armed Services Committee, 
“with a little mutual back-Scratching, several huge corporations can cut up a 
whole industry and keep the lion’s share of the work divided up among them- 
selves * * *” (Aviation Week, July 29, 1959). 

“Legislative action is required to prohibit the use of retired service personnel 
in lobbying activities or in employment with Government contracts. The small 
manufacturer cannot afford the luxury of high-salaried retired service person- 
nel. The only solution is to prohibit any former executive officer of one of the 
services from serving a private contractor for a minimum period, at least 5 
years” (Senate hearings, “Small Business Participation in Defense Subcon- 
tracting,” Subcommittee on Government Procurement, Select Committee on Small 
Business, U.S. Senate, April 22, 1959). 


Il. Information on claim backlog “‘secret” 


The innumerable Government spending agencies cautiously guard their in- 
‘minating records of unpaid claim backlogs. Information concerning them 
is denied to contractors, taxpayers, citizens, ete. The number and dollar value 
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of unpaid claims, as of June 30, 1958, was recently requested from a few of the 
agencies, including: 


Department of Agriculture Interior Board of Contract Appeals 
Department of Air Force Post Office Department 
Department of Army Small Business Administration 
Atomic Energy Commission National Bureau of Standards 
General Services Administration ASBCA 


Department of Health, Education, 
and Welfare 


All requests were refused or ignored. 


ASBCA advised, “Board reports are only distributed to various Governmey | 


officials who make use of them in the performance of their duties, or desire 
them for information. We regret that it is impossible to furnish copies of the 
Board’s report to the general public. Under these circumstances, the Boar 
feels that it is necessary to deny your request” (Recorder, ASBCA, June-July 
1959). 

After the second request, AEC sent a report showing that of over $2.1 billion 
it spent in fiscal 1958, less than 5 percent went to small contractors. No daim 
data was included (AEC’s 2-page, fiscal year 1958 Summary of Contract Awards 
and Changes). 

Government spending agencies “often” supply false information concerp 
their procurements with small contractors, even to congressional committees, Jy 
reviewing lists of so-called purchases from small firms, prepared by the military, 
a recent House report notes: “Spot shecks of armed services procurement records 
revealed numerous errors in classifying contracts as having been awarded to 
small business institutions. Strangely enough, such erors included many giants 
on the small business side of the ledger. The committee staff has not found 


an instance of a small business institution being included in the large business | 


category.” ‘The report lists over 100 big companies (and the number of their 
employees) classified by the services as “small business.” (These “errors” are 
obviously to weight the proportion of contracts shown as awarded to smal) 
firms.) Army “small businesses” included: 
American Aniline (23,000) 
Owens-Corning (26,000) 
American Chain & Cable (8,000) 
International Detrola (8,600) 
Navy “small businesses” included : 
Armour & Co. (77,000) 
GE Supply Co. (197,000) 
B. I. du Pont (75,945) 
Eastman Kodak (64,200) 
Air Force “small businesses” included : 
National Lead Co. (10,600) 
Borden & Co. (32,000) 
Carter Oil Co. (affiliate of Standard Oil) 
Dow-Corning (7,500) 
(H. Rept. 1576, Sist Cong., Select Committee on Small Business, U.S. House of 
Representatives. ) 


12. Secret Government blacklists 


The military maintains an unpublished “unilaterally decided” blacklist of con- 
tractors barred from procurement. Wach military department maintains a 
blacklist known as a departmental list. “The list maintained will be used only 
as a basis for the joint consolidated list.” 

“By agreement among the military departments, the Department of the Army 
is responsible for the issuance of a joint consolidated list of firms and indi- 
viduals to whom contracts will not be awarded, and from whom bids or pre 
posals will not be solicited.” 

“The joint consolidated and departmental lists, and all correspondence relating 
thereto, shall be protected to prevent inspection of the contents by anyone other 
than Government personnel required to have access thereto” (Armed Services 
Procurement Regulation, 1-601). 

A leading Army attorney “predicted a tougher Government blacklisting policy 


toward irresponsible contractors. He forecast that, where a contractor has | 
history of unsatisfactory performance, the Government will be more aggressive | 
in (1) considering the contractor an irresponsible bidder and/or (2) debarring | 


the contractor from bidding” (the Government Contractor, May 18, 1959). 
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It has often been said that any contractor who aggressively fights for the fair 
settlement of his claim, rather than knuckle under to his contracting officer, 
ends up on the appropriate blacklist. 


13. Changed law encourages corruption 


When payment of interest on termination claims was mandatory under law, 
Government personnel had a definite incentive to settle all claims promptly. 
When this interest provision was removed from the law, this incentive was 
replaced with a free hand to pay favored claims and refuse the nonfavored. The 
record shows unlimited use of this “free hand.” 

“Two principles embraced in the Contract Settlement Act (of 1944)—which 
generally resulted in ‘fair, fast and final’ settlement of the greatest termination 
yolume in history—are missing from present practice: 

“1, Assurance of reasonable profit allowance on the preparations and work 
done on the terminated portions of a contract; 
“9, Interest on the termination claim as an incentive to quick settlement.” 

“We believe interest on termination claims is equitable compensation for a 
contractor’s added cost occasioned by having to operate without benefit of the 
funds tied up in a termination. We believe interest on termination claims is 
necessary to provide incentive for fair and fast settlement. We recommend 
that allowance of interest on claims be provided from the date of presentation” 
(SIA Policy Manual “Where We Stand,” 1958-59). 

“And the termination settlement procedure today contains no incentives for 
rapid settlement. The only fellow that has the incentive to get a settlement in 
ahurry is the guy who has the claim.” 

“The interest feature, when it is there, it causes the Government to sit down 
immediately and start negotiating. Apparently there is even a tendency to be 
alittle fairer in reading the man’s request for payment.” 

The courts usually allow interest on delayed-claims settlements, but “if he 
(the contractor) has to go to court to (collect) it, his interest payment would 
probably be wiped out by his court costs.” 

“The Contract Settlement Act of 1944 provided for interest from the day the 
daim was filed. That was eliminated when the 1947 Armed Services Procure- 
ment Act was passed. I recommend that (the interest provision) be put back in 
again. We settled more contracts faster at the end of World War II fairly and 
fnally than ever before in history” (House hearings under H. Res. 56, ‘The 
Aircraft Industry,” Select Committee on Small Business, U.S. House of Rep- 
resentatives, June 1958). 


SUMMATION 
Claims for Navy cancellations in fiscal 1957-58 and 11 months of 1959__ 3, 886 
Claims pending before ASBCA on June 1, 1959________________ 822 
Claims in Los Angeles area alone and more to follow, September 1957__ 5, 000 
Claims for Navy convenience cancellations, unsettled as of May 1959___ 633 
Claims for contracts, before U.S. Court of Claims on June 1, 1959______ 345 
Claims pending before ASBCA on June 30, 1958_______________-__ 792 
Claims for contracts canceled by military services in 1954—-55__________ 13, 711 
Claims disposed of by ASBCA, but not heard, as of June 1, 1959________ 1, 997 
ae mosra Uy ANDO, Dub noe para... ae eee ee ae ?, 000 
Claims received by ASBCA, but not processed or docketed_____________ ?, 000 
Claims held up by contracting officers____.__.__.___.___________________ ?, 000 


Claims removed from ASBCA dockets for lack of prosecution or 
abandoned, etc., because the Government stalled until the firms were 
eee tree Ce eens Ae ee hee SOY i eee oP ? 

Claims currently being prepared by contractors__.___.___--_____________ ?, 000 

Claims not filed because contracts erroneously canceled for default____ ?, 000 

Claims in which right to appeal has been denied by Government____-_-__?, 

Claims unfairly settled for less-than-cost by Government stalling 

Claims in the above conditions owed by AEC, GSA, POD, SBA, FAA, 
FPC, CAA, TVA, and the countless other Government spending 


a eA Tl lpia aS BT ened Nicht Bie SEIS SN Ao RE TR SOD 
Claims due subcontractors, unpaid until the above listed prime con- 

tractors’ claims are paid by the Government___________________ ari ???, 000 
How many thousands of claims, representing how many billions of dol- 

lars of small company working capital, does the big Government actu- 

Eo ee ek ee ee ne ee eee : ?, 000 


43452—59 
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STATEMENT OF GENERAL ELECTRIC CO. 


General Electric is pleased to submit its views concerning certain pending 
legislation affecting defense procurement practices. 


WILLIAMS BILL (8. 1383) 


Most of the provisions of S. 1383 seem to be covered by existing statutes and 
regulations. About the only thing new added is a quantity of additional and, in 
our opinion, unnecessary reports to the Attorney General and Congress regardi 
exceptions to the standard rule of advertised competitive procurement actions 
General Electric sees no need for this legislation. 


JAVITS BILL (8. 1875) 


Some of the provisions of S. 1875 come closer to recognizing the facts of life ip 
present-day defense business by attempting to set standards for competitive 
negotiated procurements and utilizing commercial products wherever feasible 
However, S. 1875 not only condones present set-asides for small business and dis. 
tressed labor areas, but adds new set-aside considerations, based on geographic 
areas and the relative proportion of past procurements granted individual 
contractors. 

This type of statute seems to completely defeat the objective of obtaining the 
Nation’s defense in the most timely and economical manner from the most com. 
petent suppliers. It would be a long step toward making the defense program 
a sort of social welfare mechanism to the detriment of all other considerations, 
General Electric does not see how the Department of Defense could administer 
such a law except at the price of such delays in our defense as to be m- 
conscionable and probably downright dangerous. 

There is no logic in arguing on the one hand for full and free competition in 
defense business, and on the other hand advocating specific exceptions thereto 
based on the size of the business, the area employment climate, and the 
general geography. In fact Congress itself has appeared to be apprehensive 
about converting the defense program into an economic welfare mechanism by 
inserting In tne defense appropriation acts of the past several years the clause 
‘no funds herein appropriated shall be used for the payment of a price differen- 
tial on contracts hereafter made for the purpose of relieving economic dislo- 
cations.” 

General Electric is opposed to S. 1875 as now written. 


SALTONSTALL BILL (8. 500) 


The Saltonstall bill (S. 500) is the most comprehensive of the three bills 
before you, and contains several provisions which would simplify procurement 
procedures and speed up delivery of military equipment. Its recognition of the 
changing nature of our defense requirements, and of the changes in methods of 
procurement that have been developed to meet them, would be helpful. Cer 
tainly, as Senator Saltonstall has stated, it is not perfect, but its objectives are 
worthy, and its provisions come closer to lining up with the realities of today’s 
defense requirements and practices. 

General Electric viewpoints on the major provisions of the bill are: 

1. Its declaration of policy is a decided improvement. In addition to the 
present provision for a fair proportion of defense business for small business, 
it declares positively for the use of commercial and industrial products already 
on the open market; competition consistent with the Nation’s free enterprise 
economy ; the utilization of the Nation’s scientific and industrial sources with 
the utmost speed ; the recognition of performance, reliability, expedited delivery, 
and economy; and the provision of incentives for contractors in accomplishing 
such objectives. 

2. S.500 would recognize today’s general practice of competitive negotiation 
as an alternative of equal status with formal advertising. It seems incon- 
gruous that some 85 percent of present defense procurements must be under 
taken by exceptions to an archaic concept that competition is obtained only by 
formal advertising. General Electric in its substantial purchasing operation 
for civilian products seldom, if ever, uses the advertised bidding procedures 
called for by Government operations and, further, we know of no significant 
portion of American industry that does. Competitive negotiation is the rule 
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rather thaD the exception, and it obtains the end result with a minimum of time 
oe other side of the picture, the great bulk of General Electric defense 
pusiness comes only after the most intense negotiated competition with other 
firms—not only from the standpoint of price, but even more importantly from 
consideration of research and design concepts, quality, reliability, and timeliness 
: ; ry. 
i ene bil would permit an agency head to make incentive contracts, and 
cont or cost-plus-a-fixed fee contracts for development and research without the 
t time-consuming prior “determinations.” Here again the proposed 
statute would only recognize today’s facts of life. Modern weaponry depends 
more and more on very advanced research and development, which is usually 
rocured On a Cost-plus-a-fixed fee basis with or without incentive features. 


Currently well over half of General Electric’s defense business is in this form 


of contracts. = ; 

4, 8, 500 includes two provisions relating to small business preference: that 
invitations in formally advertised purchases may be restricted to small business 
concerns, and that the head of an agency may limit a prime contractor in pro- 
coring its needed property and services to competition restricted to qualified 
small business concerns. These provisions seem to come within our previously 
stated objections to certain welfare features of the Javits bill. 

General Electric has always on its own volition used the talents and capabil- 
ities of small business concerns in all our lines of activity. The overall com- 
pany currently utilizes more than 45,000 suppliers and subcontractors, over 85 
percent of which can be classified as small business. In our specialized defense 
operations, 17,000 outside firms participate and 90 percent are in the small 
pusiness category. 

During the Government fiscal year 1958 in our defense operations we made 
direct payments of $169,838,000 to small business concerns and our larger sup- 
pliers added some $67 million bringing total direct and indirect payments by 
General Blectric to its small business associates to $236,910,000. Some perspec- 
tive of this voluntary small business program conducted by one large defense 
contractor may be gained by noting that the entire Department of Defense small 
business set aside program for fiscal 1958 amounted to $196,895,000. 

It is unfortunate that so many people nowadays look upon defense business- 
as well as civilian business—as a sort of class war between large and small 
businesses. That is simply not true. One of the great strengths of our indus- 
trial system lies in the recognition by large, medium, and small concerns of their 
interdependency and the peculiar talents and capabilities each affords the others 
in accomplishing the overall job. 

5. The bill expresses a preference for procurement specifications in terms of 
performance rather than in terms of design and manufacturing details. This is 
the most effective way of purchasing highly technical modern defense equip- 
ment. However the use of design and manufacturing specifications should not 
be prohibited in suitable instances. 

6. Section 7 of the bill relates to the procurement of operational systems. It 
is assumed that the intent of the bill is not to preclude the use of other methods 
more appropriate in certain instances. If the present wording gives that im- 
pression, proper changes in language should be incorporated. 

The language in some places in this section does not seem to fully represent 
the new conditions and facts of life. From an engineernig point of view it does 
not fully recognize the team concept currently in wide use. For example, Gen. 
William Thurman of the Air Force has said: “Proposals for future design, de- 
velopment, and production of weapons systems and major subsystems will in- 
creasingly require proposals from system manager and subcontractor combina- 
tions of two or more companies representing the airframe, propulsion, electronics, 
and other allied industries.” 

No company has a predominant share of the world’s rapidly accumulating 
scientific and technical know-how. In order to submit the best possible proposal 
for complex systems, any company must enlist the assistance of other organ- 
izations whose scientists and engineers and facilities contribute toward the best 
possible overall system concept. 

The important consideration here is that competition is obtained in advance 
of award: Once by the prospective prime in assembling his team members, and 
-_ in the competitive evaluation of the entire proposal by the procuring 
gency. 
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Under a strict interpretation of this section it is possible that a single Drime 
after obtaining a major system award, might find himself in the position of 
having enlisted in advance the support of other contractors, some of which might 
be small businesses, and then find that he may be forced to prohibit gue, in 
ventor-contributors from getting the benefits of their creations. Reopening team 


proposals after the prime award would result in duplicating the origina) pro. | 


posal costs both in terms of time and dollars. 

7. Finally, S. 500 attempts to exempt certain types of contracts from statutory 
renegotiation. In view of recent congressional action in extending the Present 
renegotiation act essentially without change, comments on this provision are 
probably academic. General Electric believes that renegotiation in these time 
is inappropriate to the general proposition of making our defense Procurement 
more like our civilian procurement under the free enterprise system, The 
provisions of S. 500 would be a step in the right direction. 

In summary, the position of General Electric on these procurement bills 
we generally favor S. 500, we oppose 8S. 1383 and S. 1875. 

This committee has a difficult job, but wise consideration can have a sig. 
nificant effect on the future course of this Nation. 
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APPENDIXES 
APPENDIX I 


ETERMINATION OF MILITARY REQUIREMENTS,” BY CHARLES H. 
DONNELLY, SENIOR SPECIALIST IN NATIONAL DEFENSE, LEGISLA- 
TIVE REFERENCE SERVICE, THE LIBRARY OF CONGRESS (MAY 6, 


1959) 


DETERMINATION OF MILITARY REQUIREMENTS 


DEFINITION 


Anilitary requirement is defined by the Armed Forces as ‘“‘the need or demand 
for personnel, equipment, and supplies, resources, facilities, or services, by spe- 
cific quantities, for specific periods of time or at specified times.” The combined 


| requirements of the military services are submitted to Congress, for funding, in 


the annual defense budget under these categories: military personnel; operation 
and maintenance; procurement; research, development, test, and evaluation; 
and military construction. (A sixth category, revolving and management funds, 
isnot a military requirement in itself but a means of putting the procurement 
of requirements on a sound business basis. ) 


RELATION OF ONE REQUIREMENT TO ANOTHER 


One military requirement often generates the need for others. For example, 


| the first and most basic requirement of all is personnel. Having enlisted, drafted 
| or otherwise procured the soldiers, sailors, and airmen, they must be fed, clothed, 


sheltered, given medical attention, equipped, armed, trained, and transported. 
Their morale must be sustained and they must be given proper leadership. Thus 
there is an immediate need for food, uniforms, tents, barracks, bedding, medical 
supplies, hospitals, fuel, light, arms and equipment, schools, postal service, post 
exchanges, chapels, theaters, recreational facilities, transportation, and well- 
trained cadres of officers and noncommissioned officers. Another example is 
that of the additional requirements generated when, for instance, the require- 
ments for rifles and trucks have been filled. The rifle is useless without ammu- 
nition and the truck must have gasoline, oil, and spare parts to keep functioning. 

At the same time, the satisfaction of some requirements may result in 

rendering others unnecessary. One of the best examples of this is our mili- 
tary assistance program (MAP), one of the principal means by which we 
implement our policy of collective security. By furnishing arms, equipment, 
and training services to allies who have sufficient manpower but who lack 
these essentials and are unable to provide them, the United States is able to 
reduce the requirement for personnel for its own conventional forces. The 
Armed Forces of the United States and its allies total about 5 million men, of 
which 3 million are furnished by other countries. These countries have sup- 
plied some 141 billion of their own defense needs, to which the United States 
has added $22 billion. It is important to recognize that the U.S. contribution 
was for arms, equipment, and training to fill the gaps between what was essen- 
tial and what was available. By enabling our allies to provide balanced, combat- 
worthy forces available, we have lowered substantially our own personnel 
requirements and, thus, the requirements for their food, clothing, shelter, trans- 
portation and similar basic needs. 

Another example is the replacement of conventional artillery by missiles. A 
| few missile units can exceed the firepower of a large number of conventional 
artillery units. This does not mean that there is no further need for the latter 
but itdoes mean that the firepower of ground troops has been greatly augmented 
While the numbers of personnel and firing units have decreased. (It is pertinent 

to note that the missile which replaces the artillery piece costs much more than 
the superseded weapon but that it has capabilities which the gun cannot attain.) 


A 


| ‘Hearings on Mutual Security Act of 1959, House Committee on Foreign Affairs, p. 7. 
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QUESTIONS OF SPECIAL INTEREST TO CONGRESS 


Since the interest of Congress in the Armed Forces is engendered by its con. 
stitutional responsibilities, it is concerned not only with cost but also with the 
status of national security. Therefore it is only natural that Members shou 
be interested in how requirements are ascertained as well as in the requirements 
themselves: These are some of the questions which are pertinent from th. 
standpoint of the Member : 

What condition must exist which will lead to a decision on the part of ap 
propriate authorities to commit funds already available or to request the 
appropriation of funds for the procurement of services, equipment, and the 
other items which constitute military requirements? More specifically, how qp 
these requirements originate? Who evaluates the requirements, how ig th 
evaluation done and how long does it take? When the validity of a requirement 
has been determined, what happens next? How are competing interests rm 
solved? From the viewpoint of Congress, these are all matters which haye 
considerable bearing on the combat readiness of the Armed Forces as well gs 
on defense expenditures. 


REQUIREMENTS ARE BASED ON PLANS 


The national objectives relating to defense are recommended to the President 
by the National Security Council. When he has approved them, a strategic 
concept is recommended for the attainment of these objectives. This concept 
is a broad course of action to be taken in the light of estimates of the strategic 
situation, including the threat and the combined capabilities of ourselves and 
our allies to meet the threat. With the objectives and concept approved, the 
Joint Chiefs of Staff prepare strategic plans to carry out the strategic concept 
and these plans become the basis for all military requirements. 

The Joint Chiefs of Staff prepare and keep up to date three separate plans: 

(1) The joint long range strategic estimate (JLRSE), a long-range plan, 
The JLRSE provides a broad strategic appraisal for a period 8 to 12 years 


ahead which permits the development of military policies, plans, and programs | 


for that period. Most requirements which emanate from this plan are for 
research and development of new weapons systems. 
(2) The joint strategic objectives plan (JSOP), a midrange plan. The JSOP 


gives strategic planning guidance for a midrange period of 4 to 7 years ahead. 


It determines the military forces, and gives the guidance which is necessary to 
determine the supporting military establishment and the mobilization base re 
quired to put our war plan into effect on D-day. 

(3) The joint strategic capabilities plan (JSCP), a short-range plan. The 
JSCP is a short-term plan designed to guide the use of the military resources 
available in the event of a situation arising which calls for varying degrees of 
mobilization, deployment, and commitment of forces prior to a general war and 
for post-M-day expansion of forces. In short, it is a plan for using what we 
have if the need arises in the immediate future. 

These three plans are brought up to date every year and submitted to the 
Secretary of Defense for approval. Once approved, they become the basis upon 
which the Army, Navy, Air Force, and Marine Corps prepare their own plans to 
earry out their responsibilities under the overall plans. 

Using the joint strategic plans as guidance, the armed services proceed to 
determine for themselves what they consider will be required to enable them 
to meet their respective responsibilities under the joint plans. It is at this point 


that the respective roles and missions of the Armed Forces come into play. | 


The basic functions of the services are established by law.’ Another element 
influences the makeup of the requirements list of the military departments; it 
must be done on the basis of advice from the commanders of forces assigned 
the unified and specified commands. Their advice, in turn, must be in co 
sonance with the plans and programs of the respective unified or specified 
commanders—which are reviewed by the Joint Chiefs of Staff. 

Let us see how this works out in practice. First, the forces; the Presidett 
through the Secretary of Defense establishes unified commands and specifies 
the force structure which they shall have. These forces, once tranferred to the 


210 U.S.C. 3062, 5012, 5013, 8062, as amended 7— Law 85-599, sec. 3. (Thee 
functions have been set forth in more detail by a Department of Defense directive, Ni. 
51001, Dec. 31, 1958.), 
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unified commands, cannot be taken away by unilateral action by the military 
department of their origin ; furthermore, the departments are required by law 
to support these forces as directed by the Secretary of Defense.’ The military 
departments, then, must make provision for the needs of the unified commands 
when setting up their requirements list. If Congress should fail to provide suf- 
ficient funds to meet all of these requirements, it then becomes the task of the 
Joint Chiefs of Staff to work out adjustments in force assignments which they 
will recommend to the Secretary of Defense. 


PERSONNEL REQUIREMENTS 


Since other military requirements are directly related to the size of the Armed 
Forces, it is logical to begin a more detailed consideration of the subject with 
the personnel category. 

The Joint Chiefs of Staff are responsible for recommending the size, composi- 
tion and time phasing of deployment of the forces necessary to carry out the 
strategic plans. This is done only as to major combat units and the recommen- 
dations are contained in what are known as force tabs. In preparing these 
force tabs, the Joint Chiefs of Staff take into consideration allied forces which 
may be available to carry out strategic plans, 

Once the force tabs have been approved by the President (or by his Secretary 
of Defense), they constitute the basis on which the services calculate the total 
number of military organizations required and the personnel needed to man 
these units. 

In making their calculations the services must consider not only the manning 
of the combat units but of the units to support them, plus the extra bodies re- 
quired to maintain combat and supporting units at their authorized strength 
levels. This means a substantial number to keep the personnel replacement 
pipeline up to its required level. One factor which influences the size of this 
pipeline is the geographical distribution of units and, hence, the travel time 
involved. There will always be a number of men who are being processed into 
or out of the service, or who are in basic training and service schools, or part 
of the extensive overhead which mans noncombat headquarters and other 
installations and facilities. These men constitute an overhead or reservoir 
necessary to keep the combat and support units manned with personnel who 
have had the required level of basic training. 

In arriving at the total number of personnel, the services use authorized 
strength tables for units and then add the overhead as dictated by experience. 
The authorized strength tables are referred to by various names. The Army 
calls them tables of organization and equipment (TOE). In the Navy, during 
peacetime (or “cold war” time) the manning of a naval vessel is called a ship’s 
allowance ; in time of war, the number is augmented and it.is ship’s complement. 
In the Air Force and Marine Corps they are called tables of organization (T/O). 
These strength allowances are constantly being revised to meet the needs of 
units by reflecting latest types of weapons and tactical doctrine. 

Congress enters into the determination of personnel levels through its con- 
trol of appropriations. This is done by establishing authorized strength ceilings 
for the separate services, by limiting the size of the forces through appropria- 
tions and, on rare occasions by setting minimum strengths and, in effect, forcing 
the executive branch to maintain these levels. This was done in the 85th Con- 
gress, 2d session, when the appropriations for the Army National Guard and 
Army Reserve were made contingent upon maintaining minimum strengths for 
these components which were substantially larger than those desired by the 
Department of Defense.* 

SUPPLY REQUIREMENTS 


Each of the military services has annual requirements for what might be 
called standard supplies. These are items which are essential to the use of 
the individual and which also influence the combat effectiveness of units. They 
are consumed or expended at rates which are usually predictable. Examples of 
these items are food, clothing, fuel, cleaning materials, office and medical sup- 
Plies, gasoline and oil, tires and similar items. The requirements for these 
supplies are calculated by the technical services (Quartermaster Corps, Bureau 
of Supplies and Accounts, etc.) on the basis of experience and are coordinated 


—_—__ 


* Public Law 85-599, sec. 5(a). 
Public Law 85-724, title III. 
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by the appropriate staff sections of the services. In determining these requir. 
ments, consumption or use rates are based on experience. Other factors must 
also be considered such as the length of time certain units will serve unde 
unusual conditions which will call for extra quantities or special items of ¢ 

clothing, shelter and so forth. Another factor will be stockpile requirements 
and here availability is important. Items which are common to Civilian uge gj 


not usually need to be stockpiled to any large degree but those unique to the | 


military and not quickly attainable may need to be stockpiled in quantity, 


ARMS AND EQUIPMENT REQUIREMENTS 


These are the tools needed by the soldier, sailor, airman, and marine to dp 
this work. They include the personal arms and equipment of the individug 
as well as of his organization. Requirements are calculated for the amounts 
needed for initial issue (usually prescribed in the TOE, table of allowanees 
(TA), T/O, MEAL (master equipment allowance list) or a table of distribution 
(TD), according to the service.) Then the requirements for replacements are 
calculated. Again, these calculations are usually made by the technical services, 
based upon study and experience, under staff supervision of the military de 
partments. It should be noted that, in the calculation of requirements, assets 
available are considered when making up the shopping list. 

Another factor enters at this point—the requirements needed under a mobili. 
zation situation. Many of the items of organizational equipment which would 
be needed quickly in event of partial or total mobilization are of the kind whic 
eould not be procured quickly in an emergency. Tanks, military electronic anj 
signal equipment, naval vessels, and military aircraft are examples. Here js 
where the requirements planners are faced with a dilemma. Should they get 
up their complete mobilization requirements for procurement and then probably 
watch the depots fill up with reserve arms and equipment, items which loge 
value every year through obsolescence—besides incurring costly storage and 
maintenance charges? Or should they take a calculated risk and procure only 
a part of the mobilization requirement, keeping a few production lines going 
at greatly reduced rates and depending upon rapid expansion of production 
in an emergency? 

In the first instance the result might be either the writing off of hundreds of 
millions of dollars—even billions—of obsolete equipment for which a use never 
came, or committing our forces to fight with obsolescent equipment. On the 
other hand, it could mean the difference between national salvation and disaster 
if it were available the moment an emergency arose. More and more the mili- 
tary are coming to believe in the forces-in-being concept; that is, that any future 
general war will be of such initial intensity and violence that a decision is 
likely to result in favor of the side which “has the mostest” when needed. This 
does not mean that mobilization has been abandoned as a concept but a mobiliz- 
tion patterned after those of the two World Wars is inconceivable in light of 
modern weapons capabilities. 


REQUIREMENTS FOR MAP 


The military assistance program is designed to make our collective security 
policy workable. Under this program we make up deficiencies in arms ani 
equipment for allies who are unable to do this for themselves, so that the result 
will be an interallied balanced force capable of carrying out a plan undera 
regional defense agreement. Again, requirements are fitted in with plans. 

The initial calculation of MAP requirements is done by officials of the country 
concerned, with the advice—and often with the help—of members of the U8 
Military Assistance Advisory Group (MAAG) stationed there. This advice is 
in the nature of the force goals which the United States recommends (guidance 
furnished by the JCS), our estimates of the country’s capabilities of meeting 
these goals, and the terms under which the United States is willing to offer 
military assistance. 

After the tentative estimate of assistance needed has been prepared by the 
host country, it is reviewed and evaluated by the MAAG to see that it is i 
accord with U.S. defense objectives and plans, and the potential capabilities of 
the country to utilize the equipment effectively and maintain it at a satisfactory 
level of combat readiness. The country then makes a formal request which i 
reviewed by the MAAG and the country team (U.S. Ambassador, MAAG Chie, 
ICA Mission Chief). When agreed at this level, the request goes to the U4 
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ed command in the area where it is again reviewed to see that it fits in 
with U.S. military objectives. The request is then forwarded (with any com- 
ments by the unified commander) to the Department of Defense for review as 
to problems of military aid, the Department of State for evaluation of foreign 
policy implications, and the International Cooperation Administration (ICA) 
for evaluation of economic and technical aspects of foreign aid. 

Other interested governmental agencies are given the opportunity to express 
their views and the matter is then given overall coordination by ICA and sent 
to the Bureau of the Budget for final executive approval and inclusion in the 
budget presentation. 


REQUIREMENTS FOR NEW WEAPONS AND EQUIPMENT 


Because the capabilities of potential aggressors are constantly being improved 
and enlarged, our own Armed Forces must develop new capabilities in order to 
stay ahead in the arms race. This need for new weapons systems, or improve- 
ments in old ones, is a qualitative requirement and is known in the Army as 
qualitative materiel requirement ; * in the Navy as an operational requirement; ° 
and in the Air Force it is called a qualitative operational requirement.’ 

Qualitative requirements originate in several ways. 

The combat forces often originate demands, especially as a result of war 
experience or extensive field maneuvers. A good example of this was the need 
for a highly mobile and effective antitank gun which was recognized in the early 
days of World War II and demonstrated convincingly during the Carolina and 
Louisiana maneuvers in 1941-42. The need for a weapon which would give the 
lone infantryman in a foxhole some equality with a tank was learned through 
hard experience during the war and out of it came the bazooka. These examples 
could be duplicated by the hundred—radar, sonar, proximity fuses and stamped 
metal landing strips, to mention a few. Very often the new weapon or equip- 
ment which results is based upon some improvisation to which the troops have 
resorted. 

The combat units are often unaware, however, of new scientific and tech- 
nological developments which can make possible weapons or equipment of 
capabilities far beyond anything envisioned by the users. Perhaps the best 
example of this is the atomic bomb, the capabilities of which were brought to 
the attention of our highest officials by Dr. Einstein and a number of other 
scientists. The concept of nuclear energy was known to very few outside the 
field of science and it was a very good example of military-scientific collabora- 
tion, where the scientist brings to the attention of the military new developments 
or scientific possibilities for which the latter may have good use. Often it is 
one of the technical services which originates an idea for a new weapon system 
and then tries to get the combat forces interested in it. A certain degree of 
conflict has resulted on occasion from such attempts, the combat forces some- 
times claiming that the technicians have not had a realistic view of what is 
needed while the technicians have replied that the troops have been short- 
sighted, unimaginative, and too reluctant to try something new. Manufacturers 
of weapons systems have been prolific in trying to interest the combat forces 
in new weapons or ideas for new or improved types. 

Another source of new ideas is the public. While many of such offerings are 
impracticable or of a crackpot nature, from time-to-time something very worth- 
while is offered by a private citizen. Sometimes the military has failed initially 
to grasp the potentiality of the new idea when it was offered and the inventor 
has taken it to some other country, as happened when the Wright brothers tried 
to interest the War Department in their flying machine. 


ESTABLISHING QUALITATIVE REQUIREMENTS 
Army 

Each of the military services has its own system of determining qualitative 
requirements and, where there is an overlapping interest in a major weapons 
a the determination will very likely be made at the Secretary of Defense 
evel. 

In the Department of the Army, the U.S. Continental Army Command 
(CONARC) has responsibility for “determining qualitative materiel require- 





FAR 705-5 


*OPNAV Instruction 3900.8. 
7 AFR 57-3. 
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ments for, and recommending characteristics of, new or improved Army ma. 
teriel for units normally a part of a field army; reviewing qualitative mj}j 

requirements and military characteristics for new or improved materiel poy 
normally used by a field army but which may be used by the Army in the fielg."! 
The commanding general, CONARC, is the approving authority for these Te 
quirements and his actions can be overridden only by staff action under the 


authority of the Chief of Staff. It is under commanding general, CONARG that | 


the need for a requirement is approved and a statement of its desired military 
characteristics drawn (or reviewed). The statement of the requirement ig then 
sent in draft form to the technical service which would normally be the developi 
agency and here the statement is examined for feasibility, use of critical mate 
rials, availability of alternates, and cost. 

After this review by the technical service, CONARC then makes a forma) 
draft of the statement of military characteristics which is sent to the Army 
General Staff. After review and approval, the General Staff forwards the state 
ment to the appropriate technical service where it is brought before the techpj- 
cal committee for action. This committee coordinates, records and expedites the 
necessary research, development, and related matters’ and, upon approval by 
the appropriate general staff office (usually Chief of Research and Develop 
ment) it goes to the technical service for letting a development contract. 

When a prototype is ready, CONARC has the responsibility for testing it (or 
reviewing tests)- and submitting an evaluation report with appropriate recom. 
mendations. If approved, the weapons then become a production item and 
staff action is taken to determine the quantity and time-phasing of its production 
and its distribution to the combat and training units. 

Navy 

Determination of requirements in the Navy is the responsibility of the Chief 
of Naval operations.” In the field of qualitative requirements, or operational 
requirements as they are designated in the Navy, the Deputy Chief of Naval 
Operations for Development (DCNO(D)) carries the burden of the responsi- 
bility for the Chief of Naval Operations. With the assistance of the responsible 
OPNAV (Office of the Chief of Naval Operations) divisions, DCNO(D) pre 
pares and revises annually the research and development planning objectives to 
support the Navy’s responsibilities under the joint long-range and mid-range 
plans. Systems concepts are then prepared, followed by the long-range research 
and development plan which is in effect a combination of approved R. & D. 
planning objectives, approved systems concepts, and naval research 
requirements. 

The Navy defines an operational requirement as “a statement addressed to 
a lead or action bureau which outlines in broad terms the operational per- 
formance which should be attained in a specific weapon or support system to 
solve, wholly or in part, an operational problem in a system concept.” ™ While 
any agency in the naval establishment may propose an operational requirement, 
this is primarily the function of the OPNAV division having chief interest in 
the requirement. 

Each proposed operational requirement is reviewed by DCNO(D) to establish 
its conformance to approved plans or demonstrated deficiencies in the fleet. 
It then goes to the bureau or agency within whose responsibility it lies, where a 
technical development plan is prepared. This plan indicates a proposed approach 
to the fulfillment of the operational requirement and includes time-phasing and 
annual funding information. This is reviewed by DCNO(D). and, after his 
approval, it is assigned to a project officer (usually from the OPNAV division 
which initiated the operational requirement). Development characteristics are 
then prepared by the lead or action bureau and submitted to DCNO(D) for 
approval. 

Evaluation is in two stages. The developing agency makes the first evalua 
tion to determine technical fitness. The item is then given an operational evalua 
tion under service conditions. Approval for service use is usually based’ upon 
the results of the operational evaluation tests. 


® AR 10-7, par. 11. 

® AR 705-9, par. 2. 

2 Title 10 U.S.C. 5082(1). 

11 OPNAV Instruction 3900.8, par. 9d. 
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varine Corps : 

The operational requirements of the Marine Corps are established in the 
office of the Commandant, under the direction of the Assistant Chief of Staff, 
G4. This official is responsible for “planning, coordinating, and supervising the 
materiel programs to include: statements of needs for new items, military 
characteristics, definition of projects, program review, monitoring technical 
direction during development and procurement, service testing, and approval of 
new items for Marine Corps service use (except aeronautical and medical 
equipment). “ Aeronautical matters are the responsibility of the director, 
pivision of Aviation, who also acts as the director of Marine Aviation in the 
Office of DCNO (Air). ‘ 

The Marine Corps research and development is done by the Navy or the Army, 
depending upon the type of weapons. 

Service evaluations of new Marine Corps equipment are made at the Marine 
Corps Landing Force Development Center at Quantico, with the assistance of 
combat units from time to time. 


Air Force 

Qualitative operational requirements, as they are called in the Air Force, may 
originate from suggestions from any source. It is defined as “a statement of an 
essential operational need of a command or activity for equipment, ‘which the 
command is unable to provide within its own authority or responsibility or by 
proposing a specific modification of an existing item of material.“ It does not 
arise until the organization has tried by all other authorized means to satisfy 
the need, and commanders are expected to seek the advice of the Air Materiel. 
Air Research and Development, and Air Proving Ground Commands in finding a 
solution to their problems before resorting to the initiation of a qualitative opera- 
tional requirement. 

Once such a requirement has been proposed, however, it goes to the director of 
requirements in the Office of the Chief of Staff for determination of the validity 
of the requirement and whether or not any other item is under development 
which might satisfy the need. 

If it is determined that a requirement actually exists and the item is of major 
nature, such as a new plane or missile with supporting equipment, a general 
operational requirement is prepared. If it is of minor nature, an operational 
support requirement is issued. 

In each instance the Air Research and Development Command (ARDC) pre- 
pares a development plan which goes to the Director of Research and Develop- 
ment at U.S. Air Force Headquarters for coordination of staff approval. When 
approved, it goes back to ARDC for development. 

Evaluation, as in the other services, is done first by the contractor and then it 
goesto ARDC. After ARDC tests, the item is usually placed in an operational 
environment where it is monitored both by ARDC and the operating command 
which is doing the service testing. 

When the testing is completed and reports submitted, final decision is made in 
Air Force Headquarters and, if approved, the item is included in the procure 
ment program for funding. 

An example of evaluation testing in which there is great public interest is 
going on at the present time. The contractor is putting the X-15 through pre- 
liminary tests (Scott Crossfield is the test pilot) to determine to what degree 
the plane meets the desired performance capabilities. However, the contractor 
may only test the plane under wraps, so to speak. The final evaluation will be 
done by ARDC. 


DETERMINATION OF REQUIREMENTS AT JOINT LEVEL 


The Director of Defense Research and Engineering, who was: established: by 
Public Law 85-599, section 9, has broad authority over all research and develop- 
ment activities throughout the Department of Defense, including the military 
departments. He has been delegated authority to approve, modify, or dis- 
approve programs and projects of the military departments and other Depart- 
ment of Defense agencies in his assigned fields and he may initiate programs. 





*“0.S. Government Organizational Manual,” 1958-59, p. 177. 
4% AFR 57-3, par. 1. 
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He not only coordinates R. & D. actions but is expected to take an active par 
in obtaining formal statements of military operational requirements from the 
Joint Chiefs of Staff or military departments for anticipated projects.™ 

The Joint Chiefs of Staff role in preparation of strategic plans and Suidancg 
has been explained. They also prepare statements of military requirements 
based upon these plans, which give the unified commanders and military depart. 
ments the general guidance needed for the development of military bases and 
installations and for equipping and maintaining military forces. 

Since the strategic plans of the Joint Chiefs of Staff depend so largely upon 
the capabilities of existing or planned weapons systems, the Chiefs are naturally 
concerned about the capabilities of the major weapons. To evaluate these gy 


tems the Joint Chiefs of Staff have available the services of the Weapons §y, | 
tems Evaluation Group (WSEG), which is under administrative control of thy | 


Director of Defense Research and Development and whose services are aly 
available to other defense policymaking agencies. This group not only eyajy. 
ates weapons systems but also examines the tactics and techniques for use 9 
the weapons. Such evaluations begin with an operations analysis, made }y 
scientists who project the conditions under which the system is to be used anj 
carry on intensive and detailed investigation of the effectiveness of the propose; 
weapons system. 


MAJOR DIFFICULTIES INVOLVED IN DETERMINING REQUIREMENTS 


As stated in the beginning, all military requirements stem from approvyei 
plans. These plans, in turn, are based upon assumptions and the results will 
never be any better than the assumptions, regardless of how carefully the plan 
may be drawn. 


As weapons capabilities have mushroomed almost beyond the imaginatio | 


of our planners of a couple of decades ago, so have strategy and tactics under. 
gone radical changes. One of the effects has been a crossing of the lines de 
limiting service responsibilities under their established roles and missions. 
Feeling runs high under such circumstances and it would be a great mistake tp 
ascribe this wholly or even in large part to service jealousies. By nature and 
experience, military leaders are men possessing imagination, and strong con 
victions arising from their training and experience. Since training and e 
perience vary so widely, the natural result is wide variation in views as w 
what constitutes the greatest threat to our future security and how it shoul 
be met. In the beginning, therefore, it is hard to get unanimous agreement 
to a set of long-range assumptions. 

It is also difficult to get agreement as to what weapons systems or group of 
systems is the best means of meeting this threat. Examples of this are the 
controversy in 1949 over the carrier versus the strategic bomber. Another exan- 
ple lies before us today: the desirability of the Nike-Hercules air defense sys 
tem versus the Bomarec. In fact, although the Secretary of Defense surely 
has the authority to make a decision here, he is quoted as having invited Con 
gress to force his hand in this matter.” Those who know the Secretary would 
probably ascribe his attitude to the preponderance of good arguments on both 
sides rather than to any lack of courage in facing up to the problem. Much 
the same thing occurred when the Thor and Jupiter IRBM’s were both put 
into production, as a matter of national insurance and with the approval of the 
Senate Preparedness Investigating Committee.” 

On. occasion it has been implied that decisions in the Department of De 
fense have been taken in matters like these which have been in the nature of 
compromises. Certainly there must have been occasions when men of lesser 
stature could have been tempted to seek solutions the easy way. 

Finally, there is the difficulty in arriving at requirements for new weapons 
systems because of the difference in views which so often arises between use 
and developer. This has already been mentioned and much can be said 0 
both sides. On the side of the user is his intimate knowledge of his own oper 
tional problems. On the other side is his lack of the broad intelligence and 
scientific picture for years ahead. Engaged in his day-to-day problems of com 
mand, he is hardly in a position to keep abreast with the long-range situatia 


% DOD Directive No. 51291, Feb. 10, 1959. 
4% Evening Star, mf 4, _ % ® 
46 Hearings on satellite and missile programs, 1957-58, p. 195. 
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and it is here that the developer often feels frustrated by the lack of enthusiasm 
shown for his project. 
APPENDIX II 


ispOSITION OF FUNDS APPROPRIATED FOR NATIONAL DEFENSE,” 
BY CHARLES H. DONNELLY, SENOR SPECIALIST IN NATIONAL DE- 
FENSE, LEGISLATIVE REFERENCE SERVICE, THE LIBRARY OF CON- 
GRESS (MAR. 31, 1959) 


DISPOSITION OF FUNDS APPROPRIATED FOR NATIONAL DEFENSE 
INTRODUCTION 


Under the terms of reference, the purpose here is to trace the defense dollar 
from the time it is appropriated by Congress until it is pocketed by the contractor 
in payment for material or equipment furnished to the armed services, noting 
any practices which cause undue delays. 

Before dealing with appropriated funds, it is pertinent to note that formulation 
of the budget upon which the appropriations were based began some 18 months 
before Congress appropriated the funds requested in the budget. In these days 
of rapid evolution of scientific and technological developments, many things occur 
in 18 months which affect military programs and their financing. This is one of 
the factors which influences the procedure for administering defense funds and 
gecasionally contributes to procurement delays. 

Since there is some duplication between the original budget review process and 
the subsequent reviews in connection with the apportionment or release of funds 
by the Bureau of the Budget and the Department of Defense, it may be helpful to 
show briefly the steps leading to the approval of defense appropriations. 


FORMULATION OF THE BUDGET 


The formulation of the Defense budget for fiscal year 1960 actually began in 
January 1958 when the services began the preparation of their budget requests, 
based upon planning assumptions and guidelines furnished by the Secretary 
of Defense. 

After development and coordination at the major command and service staff 
levels, a process taking several months, the service budget was reviewed, sent 
to the Military Chief of Staff or Chief of Naval Operations for decision, then on 
to the service Secretary who made his decision and passed it to the Secretary of 
Defense. 

After an intensive review of the budget estimate in the Office of the Secretary 
of Defense, the amount and distribution were decided by the Secretary of Defense 
and the budget estimate was submitted to the Bureau of the Budget. Here it was 
again reviewed and a decision made as to its size and composition. It was then 
incorporated into the Federal budget which was presented to Congress early in 
January 1959. 

After Congress receives the President’s budget request, there is a period of 
about 6 months during which Congress holds hearings, takes committee action, 
debates, confers, and finally passes the Appropriations Act whence it goes to the 
President for action. 

In recent years defense appropriations have not been approved until after the 
beginning of the fiscal year for which they were made. This has had little 
effect on routine operations since the departments are permitted to carry on at 
the level of the previous year by the joint continuing resolution. It does, 
however, delay the letting of contracts for new programs for which funds must 
first be appropriated by Congress, then apportioned by the Bureau of the Budget 
andallocated by the departments. (31 U.S.C. 665(h).) 


APPORTIONMENT ?* (31 U.S.C. 665; REVISED STATUTES, SEC. 3679) 


The first step in apportionment is the preparation by the military departments 
of apportionment requests with supporting data. These requests are then sub- 
mitted to the Department of Defense for approval and submission to the Bureau 
of the Budget. The statute provides that this information must be submitted 





?This process is described by the Defense Comptroller in Mouse hearings on “Reorganiza- 
sess., DD. ; 


tion of the Department of Defense,” 85th Cong., 
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not later than 40 days before the beginning of the fiscal year for which the funds 
have been appropriated, or not later than 15 days after approval of the Appro 
priations Act, whichever is later (par. (d) (2) ). 

About the time the House passes the Defense appropriations bill, the Depart. 
ment of Defense calls upon the military departments to submit preliminary g 
portionment requests with supporting data, including budget execution Plang 


with quarterly timephasing of planned expenditures. The Department of De | 


fense reviews these requests and, where they do not differ materially from the 
detailed programs submitted to Congress, the reviewing process is relatively 
simple. In other cases, for instance in some research and development programs 
there may have been significant changes due to developments in technology dy. 
ing the period between submission of the original program and congresgiong) 
approval. Some items may appear for the first time in the apportionment requey 
(which is, so to speak, a shopping list). This entails a more exterisive reyjey 
since several Defense Department agencies (e.g., Director of Defense Resear 
and Development, Assistant Secretary for Supply and Logistics and possibly 
others) may be called upon by the Defense Comptroller for review assistance, 

During this process, the apportionment requests are also checked against th 
Department of Defense financial plan in which all resources are related to their 
planned use. Usually 90 percent or more of the preliminary requests stand, yp, 
leaving only a few to be revised in light of final congressional action on appr. 
priations. 

After the apportionment requests are received by the Bureau of the Budget 
the Director must act upon them not later than 20 days before the beginning 
of the fiscal year or not more than 30 days after approval of the Appr 
priations Act (par. (d)(2)). These apportionments are made throng) 
channels; that is, the Department of Defense receives them and immediately 


notifies the military departments. In some instances the Bureau of the Budget | 


may retain part of the appropriations in reserve for one reason or another, If 
the funds are to finance a program stretching over several years, they are released 
year by year and a small percentage may also be held in reserve. Or funds 
may be held back to reduce the rate of expenditure, as happened in 1957 when 
there was danger of exceeding the national debt limit. 


ALLOCATIONS (31 U.S.C. 665(2) ) 


As soon as the Defense Comptroller has received apportionments of defense 
funds from the Director of the Bureau of the Budget, the comptrollers of the 
military services are notified of their respective apportionments. The allocation, 
or breakdown, of funds to the service operating agencies is then made. If the 
amounts appropriated correspond to the amounts in the budget request, alloca- 
tion presents little difficulty. It is where Congress has added to or diminished 
the amounts requested that additional problems arise and delays occur. If 
Congress appropriated substantially more than was requested, the excess might 
be held in reserve instead of being apportioned. When the apportionment is 
substantially greater or less than has been expected, some readjustment in 
programs is necessary, perhaps even an extensive reprograming. When repro 
graming is necessary, the delay may be of several weeks or even several months 
duration. (During a hearing by the House Committee on Government Oper- 
tions, an official of the Atomic Energy Commission testified that in his 10 years 
of experience, money had never been in the hands of the contracting official before 
September 1 and frequently it was November 1.) 

Allocations within the military departments are made to the operating agen 
cies; the budget execution plans are then adjusted to reflect any changes in 
apportionment, approved, and returned to the major commands or bureaus with 
notations as to why the changes were made. 

The major commands or, in some instances Navy Bureaus, then make sub 
allocations (allotments) to their respective depots or other contracting agencies 
and the letting of contracts is ready to begin. 


LETTING CONTRACTS (1 U.S.C. CHS. 137, 139, AND 141) 


If the allocations are substantially in accord with the amounts which were s¢ 
up in the budget request, there should be no undue delay in letting contracts sine 
the contracting agencies should be well along with the preparation of their specif 


2 House Committee on Government Operations, hearings on research and developmett, 
85th Cong., 2d sess., 1958, pt. I, p. 238. 
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cations and other data. If a reprograming or major adjustment has been re- 
gired, this could cause extensive Changes in the initial plans for letting con- 
tracts, With consequent delays in the signing of contracts. 

In the case of building naval vessels, the law confers on the President the 
authority to build war vessels in accordance with tonnages authorized (34 
U.S.C. 498). This requires the Navy to obtain permission of the President before 

oceeding with the construction of any warship, even though Congress has 
appropriated the necessary funds for the vessel. This procedure, however, 
seldom results in any delay since the President’s authorization is usually forth- 
coming within a few days after the request is made. 

A major factor causing delay in letting contracts is the changing of character- 
istics of the weapons, vehicles, ships, aircraft or equipment to be developed or 
procured. This is often true of advanced types in which it is desired to in- 
troduce or take advantage of the latest technological developments. Since these 
developments have been occurring at very frequent intervals, the temptation 
js to put off freezing a design as long as possible in order to develop or produce 
the latest possible type. Even after production contracts have been let, modi- 
fications are often introduced right on the production line. 


PAY MENTS ON CONTRACTS 


Payments are made for items delivered or delivered in part, or for work in 
progress, in accordance with the terms of the contract under which procurement 
was made. Vouchers are presented, backed by proper evidence of delivery of 
items in acceptable condition by certificates that a certain amount of work has 
been accomplished. These requests for payment are processed by the service 
concerned and payment is then made by a check issued by a disbursing officer 
of the service concerned. (It is of interest to note that the U.S. Air Force is the 
biggest procurement agency in the United States—public or private—and its 
expenditures run at the rate of about $1.5 billion a month. In one working day, 
itis common for Air Force disbursing officers to pay out between $50 and $250 
nillion.) Under certain cricumstances advance payments may be made on 
negotiated contracts to assist the contractor in financing a project, (10 U.S.C. 
2301i. 

In the ease of letter contracts, there is a requirement that these be replaced 
by definitive contracts and, until this is done, the Government will not make a 
final settlement on the contract. [Armed Services Procurement Regulation 
ASPR), sec. 3-405.3 ] 

COMMENTS 


Title IV of Public Law 81-216 provides for the preparation of budget requests 
based upon cost of performance of functional programs and activities. Every 
budget request, however, contains an estimate of expenditures and, because there 
is not much leeway within the national debt limit, the military departments are 
held closely to an expenditure rate which will keep them within the estimated 
expenditures set forth in the budget request. 

Several Defense officials, when interviewed by the writer, commented that the 
limitation on expenditures at times contributed substantially to a delay in the 
process of getting appropriated defense funds into the hands of contractors— 
in other words, in completing the business of providing timely and adequate 
defense. The delay comes when the expenditure rate is cut, causing the con- 
tract to be delayed or “‘strung out,” of course, adding to the leadtime. 

One Navy Department official pointed out that it is expensive to slow up ship- 
building schedules which are already underway and that the retarding of sched- 
ules has sometimes cost as much as 25 cents for every dollar of production 
which was delayed. 

After hearing comments by service officials on the Department of Defense 
review process prior to apportionment, it appears that on run-of-the-mill items 
there is hardly any delay. The delay is more likely to occur on new projects. 
While apportionment is required by the Bureau of the Budget within a statutory 
time limit, there is no similar limitation on the Department of Defense. New 
Projects are often held up, therefore, by the Defense Comptroller at the request 
of some Assistant Secretary of Defense who wishes to go into a matter more 
deeply. Some of these delays may be as long as 6 months. 

An explanation may lay in the concept of the Department of Defense organi- 
zation. It is set up on a basis whereby all service projects and expenditures 
are given detailed review. This repeats, before apportionment, a process already 
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gone through when the budget was being formulated. The Secretary of a mij. 
tary department could be considered as much a part of the staff of the Secre 
of Defense as is any Assistant Secretary of Defense. If this were the 
would it be necessary to have Assistant Secretaries of Defense repeat the detailed 
reviews of the service programs? 

Criticisms in the same tenor were voiced by the House Committee on Gover. 
ment Operations in their 32d Report, 85th Congress, 2d session (H. Rept, No 
2552). The committee concluded that, on the basis of evidence before it, the 
purpose of the so-called No-year appropriations authorized by the Congress severg) 
years ago had been largely defeated or counteracted in actual practice through the 
devices of expenditure ceilings, limited allocations, financial planning, and regtrio. 
tive appropriation accounting. “It has been found that numerous projects are gtij) 


report.) 

The other side of the picture is that a certain amount of detailed review y 
the Department of Defense level is helpful for several reasons. Because of the 
rapid progress in science and technology, the rate at which research ang 
development programs progress is often unpredictable. A program which had 
a certain status at the time of budget formulation might have progressed either 
faster or slower than was expected so that the funds to be requested in the 


the possibility of interservice duplications which often creep in. Another reason 
is the need to keep the programs related at all times to approved military plans 
and concepts. This is one reason for continuous review because a program 
which is valid today may become obsolete tomorrow by reason of a technologie 
breakthrough and, if this is not discovered promptly, the program may proceed 
and result in the waste of time, materials, labor, and money—all valuable 
commodities. 


level committees composed of the key officials of a military department or of the 
Department of Defense whose concurrence would be required to initiate or 
expand a weapons program. The Department of Defense and Service Ballistic 
Missile Committees are cases in point.* 

Another official observed that there was continuous pressure on the personne 
of the military departments to get things done while the pressure in the De 
partment of Defense was to save money. It might be observed that both are 
highly worthy purposes which normally conflict only when the urgency is great 
enough to cause abandonment or shortcutting of normal money-saving routines, 

It is also pertinent to observe that the pressures which Congress brings to 
bear on Defense officials are sometimes in conflict. One Member urges defense 
spending at a faster rate while another is holding officials to account for having 
wasted funds by resorting to “‘crash” programs. 

In this same vein, the constant turnover of policymaking personnel in the 
Office of the Secretary of Defense and the military departments is a factor cor 
tributing to delay in obligating defense funds. The incoming official, well aware 
of the criticism which will come to him if he makes a serious mistake, will be 
inclined to move slowly during his learning period. With a turnover estimated 
by General Gavin to be about every 18 months at the assistant secretary levd 
(Senate hearings on satellite and missile programs, 1957-58, p. 492), this does 
not leave a very large margin of productive time during the average tenure of 
an Assistant Secretary. 

APPENDIX III 


“OUR LEGAL SYSTEM OF DEFENSE PROCUREMENT,” BY F. TROW- 
BRIDGE VOM BAUR, GENERAL COUNSEL OF THE NAVY DEPARTMEN! 


Our Lecat System or DEFENSE PROCUREMENT 
(By F. Trowbridge vom Baur’) 


It is a great pleasure to be able to speak today to you, the members of the 
Hennepin County Bar Association which has produced great lawyers of national 
reputation both in this century and in the past—lawyers who have been know! 


ness Investigating Subcommittee, pp. 48, 54, 56, 57. 
1General Counsel for the Navy. Address to the Hennepin County Bar Associatiol, 
Oct, 14, 1958, at Minneapolis, Minn. 


suffering under the yoke of unwarranted justifications and other fiscal limit. | 
tions that prevent the carrying out of the policy of Congress.” (P. 6 of the | 


apportionment might be greater or less than originally planned. Also, there js | 


One means which has been employed to expedite procurement—whether it be | 
research and development or production—has been the establishment of high | 


® For details, see “U.S. Guided Missile Rrearem committee print of the Senate Prepareé | 
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for their craftsmanship in an era when emotional feelings have run high and 
qaftsmanship has not always received the consideration which it deserves. I 
will refer, as I must in these few minutes, only to two giants of the law from 
this area, Associate Justice of the Supreme Court Pierce Butler and former 
attorney General William D. Mitchell. Both of these individuals left a strong 
imprint of accomplishment, thorough craftsmanship and skill, on the lawyers of 
erica. 

a This afternoon I want to talk to you about our legal system of defense pro- 
curement. It has evolved over a century and a half and a great deal of legal 
eraftsmanship and experience has gone into it. Indeed, our legal system of 
procurement has made particularly great advances during the last 18 years, as 
tae result of the careful application by both Congress and executive branch of 
tye crucial lessons of the last war. Today it has been molded and developed 
into a system which, while not perfect, appears to meet the realities of current 
needs for the development and procurement of weapons, for keeping ahead of 
Russia and for meeting the realistic requirements of the rocket age. 


THE LEGAL SYSTEM OF GOVERNMENT PROCUREMENT BEFORE WORLD WAR II 


Since our legal system of Government procurement has evolved steadily from 
the Revolutionary War, let us glance for a moment at its historical setting and 
development. 


BACKGROUND: THE WAR WITH THE BARBARY PIRATES 


After the Revolution we became faced with harassment by the powers of the 
Barbary Coast. In 1785, Algerian warships seized two American vessels off the 
Portuguese coast. The Continental Congress proceeded to temporize about this 
problem, and meanwhile 21 American citizens languished as captives in Algiers. 
Also, with the adoption of the Constitution in 1789, we acquired our remarkable 
political stability almost overnight; and there followed a new era of develop- 
ment of American maritime trade which excited the envy of the Barbary powers 
and increased their desire to be paid off. Then in 1793, when the war between 
Portugal and Algiers came to an end, the ocean beyond Gibraltar became open 
to the latter’s corsairs. The Dey’s demands for a treaty settlement with the 
United States were then pressed more strongly than ever, but they remained 
unsatisfied with the result that, in October and November 1793, Algerian war- 
ships again fell on American merchant shipping. Eleven merchantmen were 
seized and 113 American citizens taken prisoner to Algiers. 

By this time, however, a spectacular happening had taken place; after the 
adoption of the Constitution empowering Congress to provide for the common 
defense and to levy and collect taxes, Hamilton's financial genius had stabilized 
the public finances and had established the credit of the United States. Moneys 
thus were now available for the public purposes of the Government. Our new 
Republic was stirring ; and feeling the impact of the Constitution and our begin- 
nings of life as a growing Nation of the world, our Minister to Spain wrote to 
Secretary of State Pickering in December 1793, saying, “If we mean to have a 
commerce, we must have a naval force to defend it.” As a result, in January 
1794 a resolution was passed recommending the establishment of a naval force; 
and the committee appointed to draw up a program reported in favor of building 
six frigates. One of these was the fast and powerful frigate Constitution. 

At this point the infant United States of America became plunged deeply 
into the construction and purchasing business. In 1795, a Purveyor of Public 
Supplies was established in the Treasury to act as the Government’s first pur- 
chasing agent. Then on April 30, 1798, the Department of the Navy was created 
and in the same year Congress declared that all purchases and contracts for 
the military and naval service of the United States should be made by or under 
the direction of the chief officers of the War and Navy Departments. And the 
Purveyor of Public Supplies was directed to execute all orders received from 
the military departments. This legislation left factors of how, when, where, 
and with whom contracts were to be entered into, and at what price and on 
What terms, wide open, and in the discretion of the officials involved. 


THE FACTOR OF CONCERN OVER FAVORITISM 


Then, however, entered the factor of concern over favoritism. Ever since 
then it has been a major factor in Congress’ mind in the enactment of procure- 
ment legislation. In 1808, a law was enacted requiring the insertion of a clause 

43452—59—— 33 
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in every Government contract that no Member of Congress might benefit there. 
from.’ And in 1809 there was enacted the first* of a long series of laws that 
were finally codified in 1875 as section 3709 of the Revised Statutes* and 
imposed a general requirement for the use of formal advertising ig the 
procurement of supplies and services and under which contracts must be 
with the lowest responsible bidder. The Attorney General described the py 

of the 1809 statute as preventing favoritism by giving the Government the benefit 
of competition by advertising, as against the notorious mischief of making ¢gp. 
tracts privately without any standards at all. 


THE PROTECTION OF SPECIAL INTERESTS 


In addition, gradually the whole procurement process became subject to specigi 
and peculiar legislative restrictions, designed, undoubtedly, to protect specigi 
interests. Under various statutes, shoes, brooms, and brushes had to be py. 
chased from the Federal penitentiary at Leavenworth before they could hp 
bought elsewhere.“ Hemp had to be purchased from domestic sources,’ ag dig 
steel for ship construction.° No contract for the purchase of supplies anywher 
abroad, whether in Europe, Africa, the Far East, or anywhere else, could 
made unless first advertised for 30 days in two daily newspapers in New Yor 
City.’ 


THE CIVIL WAR TO WORLD WAR II: THE ORIGIN OF NEGOTIATED PROCUREMENT 


After the Civil War, with its expanding economy and crises, exceptions wer 
enacted bringing in a new concept, at least, that of procurement by negotiation 
or “in the manner common among businessmen,” as it was sometimes called! 
Under an 1875 law, such crucial items as preserved meats, pickles, butter, cheege, 


and dessicated vegetables could be purchased without formal advertising ang | 


sealed bids.” The purchase of tobacco became governed by special rules under | 
the same statute, and under another statute of the same year, flour, bread, fuel, 
and bunting could also be bought by negotiation.” And, under an 1878 statute, 


so could “plate iron and other material” for the construction of steam boilers” 
Also, during the period between the Civil War and World War II, administrative 
rulings by the Comptroller of the Treasury and later by the Comptroller General 
permitted contracts to be made without formal advertising in cases in whic 
competition was manifestly impracticable; but the burden of justification lay 
with the Government’s contracting officer, and if he made an erroneous decision 
to contract without advertising, the Government would ordinarily repudiate the 
contract and refuse payments under it. The result was that most contracting 
officers and contractors refused to run the risks of entering into contracts without 
formal advertising. 

Through World War I these methods enabled the procurement process to keep 
up with the needs of a naval defense. But, after World War I, another major 
factor entered the picture. This was the factor of the sudden acceleration of 
science in its application and development of weapons—notably the airplane. 
In the 1920’s airplane design was improving by leaps and bounds. Existing 
planes were becoming obsolete as they were constructed and changes in design 
were taking place rapidly. This extremely serious problem was recognized by 
Congress in 1926, when it passed a statute which permitted contracts for the 
production of experimental aircraft to be made on the basis of design competi- 
tion rather than exclusively price competition under formal advertising.” Thea, 
in April 1939, as war clouds again gathered over the horizon, Congress authorized 
offshore base construction work to be contracted for on a cost-plus-fixed-fe 
basis.“ In July of that year the War Department was authorized to procure air 


1 Act of Apr. 21, 1808, c. 48, 2 Stat. 484. See Rev. Stat., sec. 3741 (1875), as amended, 
41 U.S.C., sec. 22 (1952). 

2 Act of Mar. 3, 1809, c. 28, 2 Stat. 536. 

$41 U.S.C., sec. 5 (1952) 

« Act of Feb. 11, 1923, c. 17, 43 Stat. 6. 

5 Rey. Stat., sec. 3725 (1875). 

® Act of Aug. 3, 1886, c. 849, 24 Stat. 215. 

7 Rev. Stat., sec. 3723 (1875). 

8 Cf. the act of Mar. 2, 1907, c. 2512, 34 Stat. 1193. 

® Rey. Stat., sec. 3721 (1875). 

#0 Rey. Stat., secs. 3726-3729 (1875). 

11 Joint Resolution of June 14, 1878, 20 Stat. 253. 


1244 Stat. 784 (1926), now codified as positive law 10 U.S.C., secs, 2271-2279 (Supp. ¥, 


1958). 
a8 Act of Apr. 25, 1939, 53 Stat. 590. 
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craft parts and instruments of a classified nature, by negotiation.* And on June 
98, 1940, immediately following the shock occasioned by the fall of France, Con- 

passed and the President approved the “Speed Up Act,” ” which took the 
enormous step of authorizing contracts for the purchase of ships or planes to be 
made by negotiation. These were major cracks in the monolithic block of 
antique legislation requiring purchase by formal advertising. Up to that point 
the basic consideration in the minds of Congress had been the prevention of 
favoritism. But by the time World War II had started, this new factor had 
clearly entered—the need to contract in such a way as to keep abreast of fast- 
moving, scientific developments. 


WORLD WAR II: LIBERATION FROM UNREALISTIC RESTRICTIONS 


Then the attack on Pearl Harbor shattered the dam of rigidity in procurement. 
it provided almost as tremendous a shock to the previously existing system of 
procurement as to public sensibility generally. Within 11 days after the Jap 
planes rained bombs and torpedoes against the naval vessels moored around 
Ford Island, on December 18, 1941, the President signed the First War Powers 
Act* In a single, bold gesture, that act swept away the rigid, compartmented 
system of procurement by formal advertising and special method. In section 
901 of title 11 of the act it was provided that the President could authorize any 
department or agency engaged in the war effort “to enter into contracts and into 
amendmens and modifications of contracts heretofore or hereafter made and to 
made advance, progress, and other payments thereon, without regard to the 
provisions of law relating to the making, performing, amendment or modification 
of contracts, whenever he deems such action would facilitate the prosecution 
of the war.” There were, of course, some restrictions. Cost-plus-percentage-of- 
cost contracts were prohibited; ceilings upon profits and fees were retained; 
and other safeguards were added. 

Basically, however, that act constituted a landmark monument of recognition 
that procurement by formal advertising or by peculiar rigid methods was always 
not suited to modern warfare; that negotiation of contract terms and the use 
of a variety of types of contracts were essential for the procurement of items 
which were in the research, design or development stage or had not already 
been produced in clear and workable form so that every nut and bolt, every 
angle and element of design, could be exactly set forth on a complex set of 
specifications to make purchase by formal advertising possible. It is frequently 
impracticable to buy a new airplane or anything else which has not already been 
satisfactorily manufactured, by formal advertising. 

Where the product is not already solidly in being, the specifications, which 
constitute the vitals of an invitation to bid in formal advertising, are really the 
result of speculation, which may not fit reality. Also, under formal advertising 
it is possible to make contracts only on a fixed-price basis—otherwise there is 
no way to ascertain the lowest bidder—and it is impracticable for the Govern- 
ment or anyone else to make a contract for the initial production of complex 
new items, the cost of which is not pretty clearly ascertainable in advance, on a 
fixed-price basis. 


THE PROCUREMENT LESSONS LEARNED FROM WORLD WAR II 


Under the wide latitude of the First War Powers Act and wartime experience, 
several lessons were learned during the war. The first lesson was that negotiated 
procurement, with flexibility for bargaining contract types and terms, far from 
leading to higher prices or the concentration of procurement in the hands of 
larger and more favored producers, more often led, on the contrary, to a wider 
distribution of suppliers and to lower costs. The second lesson was that the 
military services had demonstrated an ability to use with judgment and common 
sense the broad procurement powers granted. The third lesson was that to com- 
pel a return to the inflexible procedures of formal advertising would mean that 
supplying the needs of the military would soon revert to a relatively small group 
of professional Government suppliers, with the consequent loss of know-how and 
industrial capacity, and of a broad mobilization base. Indeed, perhaps the out- 
standing lesson of the war was that industrial power is a critical factor of no 


—_—_ 


» Act of July 18, 1939, c. 265, 53 Stat. 1000. 
Act of June 28, 1940, 54 Stat. 676. 
Act of Dec. 18, 1941, 55 Stat. 839. 
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less value than trained manpower and that true national defense is im 
except on the foundation of a powerful, broadly based industrial structure, 


RECOMMENDATIONS OF THE WAR PRODUCTION BOARD 


It seemed clear that during World War II Government procurement had 
reached perhaps an alltime high of efficiency, and the prospects of slipping back, 
upon the expiration of the First War Powers Act following the termination of 
hostilities, to the rigidity of formal advertising and fixed-price contracting for 
everything, seriously troubled the War Production Board. Accordingly, thro 
its Procurement Policy Board, it recommended, in November 1945, that the 
Government agencies involved should propose procurement legislation to take 
effect when the emergency procurement legislation expired. The report of the | 
Procurement Policy Board pointed to a number of fields in which advertised Sealed 
bid purchasing was either inadequate or costly. It adverted, by way of illustra. 
tion, to contracts required for security reasons to be kept secret; to contracts for 
research and development work where experience in the field and capacity to 
conduct the research precude effective competition; to contracts for items for 
which an assurance of a reliable source of supply is required; to contracts fo 
items for which the supply should not become concentrated in a few sources or 
in dangerous areas; and the report adverted to the unreasonable prices whic 
not infrequently resulted in noncompetitive buying through the advertising 
method. 

in accordance with these recommendations, the armed services procurement 
bill was introduced into the 80th Congress on January 27, 1947. The bill had 
the effect of pulling all Army and Navy procurement authority together unde 
one statute, sweeping out archaic laws in the process, and also of paving the 
way for coordination and uniformity of practice between the armed services jp 
the field of military procurement in consonance with the purposes of unification, 
It made no radical departures; rather, it preserved the sound and tested wartime | 
methods of negotiated procurement when appropriate or desirable for reasons 
of economy or national security. 

This bill was given most careful consideration, including a very full ani 
careful review and analysis, by the Armed Services Committees of both the 
House and Senate. Each committee held extended hearings on the bill and the 
subject matter was gone into exhaustively. As a result, it was passed, and 
approved by the President on February 19, 1948.% Perhaps the key to the act 
is that it permits the making of a contract best suited to the subject matter, 


THE PROVISIONS OF THE ARMED SERVICES PROCUREMENT ACT 


First, this important act preserved formal advertising as the general rule, 
with negotiation the exception. Second, under the established administrative 
rules and practices, procurement by negotiation is conducted so as to be com 
petitive, except where competition is impracticable, as where procurement is 
possible only from a single proprietary source. Proposals rather than formal 
sealed bids supported by statements of estimated costs or other satisfactory 
evidence of reasonable price, are obtained. Thereafter, on the basis of these 
proposals but without any formal or public opening, the contracting officer for 
the Government negotiates a contract with that supplier who offers the best deal 
to the Government. 

However, this privilege or freedom of purchasing by negotiation, is permitted 
under the act only to a limited degree. Thus, section 2(c) of the act, now cod: 
fied as 10 U.S.C. 2304(a), provides that all purchases shall be by formal adver 
tising, except as thereafter set forth. The first exception authorizes negotiatia 
if negotiation is determined to be necessary in the public interest during th 
period of a national emergency declared by the President or by the Congress 
This exception is directed toward the existence of a critical emergency or War 
time conditions, and is virtually equivalent to the broad negotiation authori] 
possessed by the armed services under the First War Powers Act. 

Other exceptions permit negotiation in the event of public exigency which wil 
not admit of the delay incident to advertising; where the aggregate amoiull 
involved does not exceed $2,500; for purchases abroad; for perishables; whet 
it is impracticable to secure competition, as with the purchase of a proprietary 


17 Armed Services Procurement Act of 1947, 62 Stat. 21 (1948), codified as positive 
law 10 U.S.C. 2301-2314 (supp. V, 1958). 
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item ; for experimental development or research work; for classified purchases ; 
to assure standardization of equipment and interchangeability of parts, in the 
public interest ; for supplies of a technical or specialized nature requiring a 
substantial initial investment or an extended period of preparation for manu- 
facture; Where formally advertised bids are unreasonable or not independently 
arrived at; or where it is in the interest of national defense for a plant, mine, 
facility or manufacturer to be kept available for furnishing supplies or services 
in the event of a national emergency. 

Thus we see that the Armed Services Procurement Act steered a realistic, 
middle course between concern over favoritism on the one hand, and obstacles 
to efficient procurement on the order. The exceptions to section 2(c) permit 
procurement by efficient means of negotiation in virtually every conceivable type 
of national defense situation, as outlined. Indeed, a general authority to pro- 
eure by Negotiation in the event of a national emergency is there as a final 
safety valve, but even without that, the other exceptions mentioned make it 
possible to procure by negotiation in virtually every situation where negotiation 
is needed. 

There is one possible exception, and that is that negotiation is not permitted 
to insure quality products. Admittedly, lack of ability to negotiate to insure 
high-quality supplies has caused problems in peacetime, and having such an 
authority would undoubtedly be useful on many occasions. At the same time it 
should also be recognized that it is an exception which is susceptible of abuse 
and which would require the most careful administration. 


THE INCENTIVE TYPE CONTRACT AND VALUE ENGINEERING 


One great lesson learned from the war as mentioned above, was the lesson 
that by negotiating certain types of contracts, an incentive can be given to a 
contractor to cut costs and to strive for efficiency in the course of performance. 
Thus, there developed the incentive type contract, under which costs are esti- 
mated and a target price is set, based on estimated costs plus a fee. A percent- 
age of any savings actually effected under the estimated costs goes directly to the 
contractor, after performance has been completed and the job can be audited. 

In addition, the cost-plus-an-incentive-fee type of contract also gives the con- 
tractor an incentive to produce at minimum cost, in that through fast and effi- 
cient performance he can earn a larger percentage of profit on capital and effort 
expended. But if he is a slow or mediocre performer, this profit will diminish 
as costs increase or performance is delayed. 

This concept of encouraging the contractor to perform well and to save the 
Government money has now been broadened to include “value engineering” 
clauses in contracts. Under these clauses an incentive is given to a contractor, 
by agreeing to pay him part of the savings accomplished for furnishing money- 
saving ideas which can be incorporated in revised specifications as the contract 
goes along. Again, this type of contract provision furnishes a keen incentive to 
the contractor to perform well and to save the Government money. 


THE VITAL NEED FOR GOOD ADMINISTRATION 


Thus, I feel that the Armed Services Procurement Act is a good one, an act 
which successfully enhances the lessons of past experience and which meets the 
needs of these times. It, I think, sets up a legal system of procurement which 
is adequate for any contingency or emergency which may arise. And this brings 
me directly to the next and related tepic, which is the subject of administration. 
Virtually every important aspect of Government procurement today, in my opin- 
ion, requires high grade or superior personnel. It is a complex, fast-moving 
business which really has no place for mediocre talent. Formal advertising, 
for instance, works superbly well where there are capable people making the 
awards. In addition, the matter of writing the clear and intricate specifications 
necessary for formal advertising, in big procurements at least, is a very sub- 
stantial job. 

The same general statement can be made about procurement by negotiation. 
For one thing, the act requires the making of determinations and findings as 
authority to procure by negotiation which must be legally and factually sufficient 
to justify negotiation in each instance. This requires a certain amount of 
paperwork, the participation by lawyers, and a certain amount of energy and 
initiative. Realistic and clear determinations and findings are essential to the 
proper working of the act. I would be less than frank if I did not say that 
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sometimes at lower levels this burden of paperwork is considered in the nat 
of a nuisance and annoyance. » 

In addition, there are other administrative factors involved in negotiatig 
if it is to be highly skilled negotiation with the Government obtaining q g . 
price and a good contract. Cost estimates have to be evaluated, the imponder. 
ables have to be made the subject of informed judgment, and a very high 4 ; 
of skill and intelligence is essential. Millions of dollars are often involved ina 
single contract. It is no secret that industry has at its beck and call in the 
negotiation of these contracts lawyers and administrators whose salaries in- 
variably run more than a little into five figures. So, you may well ask, what 
does the Government do? 

Most of the negotiators and contract administrators in the Government gp 
civilians in grades GS-11 to 14, with salaries running from $7,030 to $11,355 per 
annum. The Government lawyers who do the related legal work’ are for the 
most part also civilians in the same grades. These salaries, as you ean see, 
are substantially lower than the salaries of their counterparts in private in- 
dustry. So, you may well ask, what are the results of this system? 


WEEDING THE OUTSTANDING MAN OUT OF GOVERNMENT; THE NEED FOR HIGHER 
SALARIES IN THE MIDDLE AND UPPER GRADES 


The fact is that the lack of comparability of salaries in the middle and upper 
grades results.in a weeding of the so-called outstanding man out of the Goyer. 
ment just as he becomes most knowledgeable and useful. It is common knowledge 
in the Government today that young men who come in receive an excellent 
training in the Government, are usually happy in their work, and become highly 
skilled and knowledgeable. At that point private industry often offers then 
jobs at salaries substantially higher than those obtainable in the Government. 
Thus, private industry, rather than the Government, is able to capitalize o 
the training and investment which has been made at Government expense with 
respect to a particular individual. 

Among other things, this has resulted in a relatively high degree of turnover 
and the lack of a true career service. As has been found by the Hoover Com- 
mission Task Force on Legal Services Procedures, with regard to lawyers, there 
is simply no such thing as a real career service in the Government today. 

Is this in the interest of anyone? I do not think so. I know from personal 
observation that many of these people are happier in their Government work 
than they later found themselves to be in private life. They would have stayed 
in the Government if the salaries there were higher in the middle and upper 
grades. And, above all, I do not believe that this system is in the interest of 
the Government. It is vital, as responsibilities increase, that the outstanding 
man, the highly skilled, knowledgeable individual, be in charge of million-dollar 
and multi-million-dollar programs and of negotiating and administering sub- 
stantial Government contracts. Sometimes in a few minutes a high degree of 
knowledge, skill, and talent can be expressed in an exercise of judgment which 
will save the Government thousands or hundreds of thousands of dollars, and 
which is simply not possible with a less skilled person. It would cost the 
Government relatively little more to increase the salaries of the middle and 
upper grades of the Government servant. And the moderate amount so er 
pended, in my opinion, would be returned many, many times by the economy 
which would result in the administration of the million-dollar and multi-millio- 
dollar programs of today, including the procurement and administration of 
Government contracts. Indeed, I do not believe that there is any procurement 
problem in the Department of Defense today which cannot be solved by good 
administration. Ee 

There is also the factor of continuity, which is becoming more important 
every day. The brightest man alive coming into a job requiring concentrated 
knowledge of a wide field, of which he is ignorant, cannot be fully effective for 
some time, at least. Today, as weapons and the organization of the Department 
of Defense have become almost geometrically more complex, the need for col 
tinuity and knowledge in key jobs has also increased almost geometrically it 
importance. Higher salaries in the middle and upper grades for Governmelt 
employees would help to provide that much-needed continuity in the procure 
ment field, at least. 
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THE SPIRIT OF COOPERATION IN THE DEPARTMENT OF DEFENSE TODAY 


All in all, it is no secret that not everything is perfect in the Department of 
Defense; nor can it ever be expected to be. It is too enormous an organization 
for that ever to come to pass. But we can at least strive for perfection. I 
have mentioned to you some of the problems in administration and personnel. 
Undoubtedly the administration of the act and of the whole system of procure- 
ment and Defense administration could be improved and speeded up if higher 
salaries were paid to Government officials in the middle and upper grades. 

Thus, I think that the emphasis today is on the need for outstanding ad- 
ministration in the Department of Defense. With the valuable Armed Services 
Procurement Act, and with the basic spirit of cooperation which I think per- 
yades the military services, the need today in the Department of Defense is for 
superb administrators and superb administration, indeed, for the same superb 
eaftsmanship and skill which distinguished the legal careers of Mr. Justice 
Butler and Attorney General Mitchell. 


APPENDIX IV 


“PROCUREMENT BY NEGOTIATION OR ADVERTISED BIDDING,” PUB- 
LISHED BY THE NATIONAL SECURITY INDUSTRIAL ASSOCIATION 


PROCUREMENT BY NEGOTIATION OR ADVERTISED BIDDING 


A presentation by members of the Procurement Advisory Committee of the 
National Security Industrial Association at the 14th annual meeting held at 
the Waldorf-Astoria, New York City, on September 25, 1957. 


National Security Industrial Association, Washington, D.C. 


The Procurement Advisory Committee of the National Security Industrial 
Association has concerned itself for a number of years with the development 
and modification of procurement regulations and procedures governing military 
contracting. 

The constant objective of the committee, following the overall policy of the 
association, has been to establish regulatory material which is mutually accept- 
able and efficient for the Department of Defense and industry. 

The subject chosen by the Procurement Advisory Committee for consideration 
at its annual meeting in 1957 is not only timely but of prime importance to both 
industry and the Armed Forces as well as the general public and those respon- 
sible for establishing legislative policy as it concerns purchasing and contracting. 

The opinions expressed in the following papers are shared by most members 
of NSIA and by a majority of all companies doing business with the Department 
of Defense. 

It is our hope that a factual presentation such as contained here will sponsor 
serious contemplation by all persons involved with the problem of procurement 
by negotiation versus advertised bidding. We hope too that the result of the 
proposed remedial actions indicate will provide both sound defense and true 
economy. 

R. N. McFARLANE, 
Executive Director, NSIA. 
INTRODUCTION 


This pamphlet is published by the National Security Industrial Association 
because its members within the Procurement Advisory Committee felt that a 
great deal of attention was being focused on the subject of the negotiation of 
procurements, particularly in contrast to the employment of the advertised-bid 
technique. A number of congressional committees have devoted themselves to 
it, the public press has attempted to deal with it, and one well-known national 
magazine recently concluded that no one had truly come to grips with the basic 
problems involved. 

Certainly personnel responsible for the accomplishment of procurement, both 
in industry and the Department of Defense, have been concerned, and undoubted- 
ly troubled by the statements and implications in these discussions. The law 
Which authorizes the procurement procedures of the Department of Defense, 
familiarly known as the Armed Services Procurement Act of 1947 (actually 
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passed in February 1948), was the result of considerable joint effort ang study | 
by personnel from the military services, from industry, and from the Congrees | 
Based on the intimate contact with the procurement problems facing the de 
partments during the period of World War II, industry experts urged ‘upon the 
Congress recognition of the fact that negotiation had to be given a proper place 
inthe Government plan of operation, for the buying function, if the results were 
to be sound, economical, or even capable of being accomplished. 

This sponsorship imposes a responsibility upon industry. We, asan important 
spokesman of industry, feel that NSIA should review and appraise the status of 
the progress that has been made in the proper employment of this method and 
technique, indentifiable as “the negotiation process in procurement.” Jp do 
this, we called upon three of our members, representing both small business and 
large business, whose background and experience make them well qualified to 
present a sound analysis and critique. We hope that from this éffort it may 
be possible for those responsible for the improvement and evaluation of this 
important Government function to gain a fuller appreciation of what is sound, 
what is deficient, and what requires understanding. 


NATIONAL SECURITY INDUSTRIAL Assoctation 
PROCUREMENT ADVISORY COMMITTEE, 
Howarp H. Cork, Chairman. 


BACKGROUND LEADING TO PRESENT LAW AND PRACTICE 
(By Helge Holst, treasurer, Arthur D. Little, Inc.) 
NEGOTIATION AS PROCUREMENT TECHNIQUE UNDER QUESTION 


As a result of several investigations by congressional committees, and especially 
the Hébert subcommittee of the Armed Services Committee, the use of negotia. 
tion as a procurement technique is under question. As stated in their report 
of June 15, 1957: 

“The essential point for discussion is whether it shall be the national policy 
to vest in the sole discretion of procurement officers of varying degrees of 
experience, capabilities, maturity, and permanence, an annual procurement pro- 
gram in the neighborhood of $18 billion, to such a degree that more than 
percent of these dollars shall be spent by so-called negotiation. 

“We must decide whether we have developed such skilled and experienced con- 
tracting officers and Government negotiators under conditions of shifting or 
rotation of personnel and limited opportunities for business experience, that the 
Government has qualified personnel in sufficient numbers to carry on a program 
of such magnitude, in ‘negotiations,’ opposite the skilled, experienced, and per- 
manently employed representatives of American manufacturing concerns; 
whether, in such circumstances, the Government will come off better or worse 
financially on the product it receives and the prices it pays, than if American 
businesses competed among themselves by sealed bidding, with Government 
acting as arbiter rather than participant.” 

In other words, it is seriously questioned whether negotiation should be em 
ployed as a procurement technique or whether instead the Government for various 
reasons should insist upon relying on advertised, sealed bid procurement as its 
principal method for obtaining materiel. 

It is believed that considerable light can be thrown on this subject by reviewing 
even briefly the way in which the procurement procedures of the armed services 
have developed to their present form. Further, it is felt that a true appreciation 
of the procedural problems facing the services in making their procurement 
requires at least a cursory understanding of the type of materiel they are required 
to obtain, and the degree to which such equipment and services can be described 
in detail at the time procurement orders are placed. 


MILITARY PROCUREMENT LARGE AND COMPLEX 


In order to appreciate the magnitude of the problem with which the service 
are confronted in obtaining their neded supplies and services, it should be under 
stood from the outset that they face the necessity for purchasing a very larg 
volume of supplies and services much of which is of an extremely complex and 
advanced character. In recent years this has involved annual purchases of th 


order ‘ 
ment I 
large ¢ 
exceed 
apprec 
perce 
chart | 
the ar! 
gross | 
milita) 
peen f 
of the 
billion 
Ar 
transa 
the D 
transa 
effort 
and tl 
is mel 
kept 4 
budge 
feasib 


Wit 
obviol 
consis 
ially 
consit 
which 

Beg 
what 
buyin 

“U! 
chase 
or en 
excep 

(2) y 
perfo 
the ¢ 
the s 
(a) ¢ 
and j 

Th 
tory 
their 
impa 

In 
that 
the o 
from 
petit 
other 
mate 
able 
zatio 
spar 
prev 
sour 
or a 
proc 


d Study 
gress, | 
the de | 
PON the 
T place 
ts were 


portant 
tatus of 
10d and 
To do 
leSs and 
it may 
Of this 
3 sound, 


ATION 


specially 
negotia- 
r report 


il policy 
grees of 
ent pro- 
than 9 


ced con- 
fting or 
that the 
program 
and per- 
oncerns; 
Or worse 
Lmerican 
‘erninent 


d be em- 
r various 
nt as its 


eviewing 
services 
reciation 
curement 
required 
leseribed 


» services 
be under: 
ery large 
plex and 
ses of the 


MILITARY PROCUREMENT 515 


order of $12 to $15 billion. Nevertheless, the mere size of Government procure- 
ment need not frighten us for although military procurement does represent a 
large expenditure, it should likewise be appreciated that civilian procurement 
exceeds that of of the military by a substantial margin. Further, it should be 
appreciated that the volume of military procurement has been decreasing as a 

reentage of the gross national product. This is perhaps best visualized from 
chart I. As can be seen from this chart, in recent years the overall budgets of 
the armed services have been at a level of about $40 billion per year, while the 
gross national product has approached and reached $400 billion. So the total 
military expenditure equals about 10 percent of the national income but has 
peen falling as a percentage of our overall product. Procurement expenditures 
of the services run at roughly a third of the whole, and have equaled $12 to $14 
pillion annually in recent years. 

A related aspect of military procurement is concerned with the numbers of 
transactions involved. In recent years, the obtainment of military supplies by 
the Department of Defense as a whole has involved of the order of 5 million 
transactions per year. Accordingly, it must be realized that the procurement 
effort per se is time consuming, involves very substantial numbers of man-hours, 
and therefore inevitably involves considerable cost of operation. This point 
js mentioned in order to emphasize that an effort of this magnitude should be 
kept as efficient as reasonably possible in order that as much as feasible of the 
budget can be devoted to obtainment of materiel and services, and as little as 
feasible to the process of procurement. 


THE TRADITION OF ADVERTISED PROCUREMENT 


With a volume of procurement as large as military purchasing has been, 
obviously it has been in the national interest to obtain the lowest possible prices 
consistent with the obtainment of satisfactory materiel. For this purpose, essen- 
jally from the beginning of large-scale Government procurement, it has been 
considered desirable to purchase military materiel by competitive sealed bids 
which were publicly opened and the award made to the lowest responsible bidder. 

Beginning in 1861, statutory enactment (Rev. Stat. 3709—41 U.S.C. 5) made 
what is now known as formal advertising the regular method of Government 
buying. But note that even this law contained exceptions. The law provided: 

“Unless otherwise provided in the appropriation concerned or other law, pur- 
chases and contracts for supplies or services for the Government may be made 
or entered into only after advertising a sufficient time previously for proposals, 
except (1) when the amount involved in any one case does not exceed $500, 
(2) when the public exigencies require the immediate delivery of the articles or 
performance of the service, (3) when only one source of supply is available and 
the Government purchasing or contracting officer shall so certify, or (4) when 
the services are required to be performed by the contractor in person and are 
(a) of a technical and professional nature or (b) under Government supervision 
and paid for on a time basis.” 

This method applied to all departments, not merely the military. The statu- 
tory enactment followed from pressures upon Congress to secure awards for 
their constituents and from accusations that awards were not always made 
impartially. 

In adopting the procurement method of formal advertising, it was considered 
that this method of procurement, by bringing all aspects of a transaction into 
the open, would relieve both Congressmen and Government procurement agencies 
from pressure or suspicion and, at the same time, would enlist maximum com- 
petition. It soon became evident, however, that the time requirements, as well as 
other formalities of advertised procurement, were not adapted to all types of 
materials—notably purchases required very promptly, and purchases of perish- 
able food products, purchases of services from specific individuals or organi- 
zations (for example, a drydock in a particular location). Similarly, where 
spare parts to be useful would have to conform to the designs of equipment 
previously purchased, it was not really practical to deal with any other than the 
source of the original equipment. Accordingly, from time to time, by one means 
or another, exceptions were made to meet the practical necessities of effective 
procurement. 
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PREREQUISITES FOR EFFECTIVE ADVERTISED PROCUREMENT 


Experience with formally advertised procurement since its enactment indicates 
that to be truly effective, certain prerequisites must exist. Without these, ad- 
yertised solicitations cannot be effective. Among these prerequisites are at least 

ing: 
eer aoe explicit specifications exist upon which there can be competitive 
bidding on identical material or services. 4 

9, That the specifications can be publicized (i.e., no secrecy ). . 

8, That a number of bidders are able and willing to compete for the business. 

4, That there is time to go through the formalities of preparation and dis- 
tribution of specifications to a number of potential sources to secure and to 
evaluate their bids. 

A number of other conditions can be added, but they are subordinate to the 
above. For example, the specifications should not be tailored around or infringe 
proprietary rights ; they should be capable of production with more or less stand- 
ard facilities; goods or services rendered by any of the would-be contractors 
should be as acceptable as any other (i.e., use of the materiel procured is not 
dependent upon supporting service or the like which can be rendered only by 
certain suppliers but not by others). ; 

From the foregoing, it is evident that advertised procurement is suited to 
obtaining known, stable material or services which can be produced by a number 
of sources and, if provided as required, will be satisfactory without dependence 
upon proprietary rights, particular know-how, or supporting services. In other 
words, formal advertising, like the operation of commodity exchanges, will op- 
erate successfully when the nature of the material is fixed and will not change 
from seller to seller, and all that is involved is obtaining the best price by what 
amounts to essentially an auction technique. 


LIMITATIONS OF ADVERTISED PROCUREMENT 


In addition to the advantages of simplicity, advertised procurement also suffers 
from weaknesses. Among these must be included these shortcomings: 

1, It cannot be used for classified material. 

2. It cannot be used where there are no fixed specifications. 

8. It cannot be used to enlist specific sources whose existing know-how or 
facilities may be prerequisites to early or successful obtainment of supplies. 

4. Solicitation to predetermined specifications does not enlist new knowledge 
or techniques and consequently runs the risk of procuring obsolescent material. 

5. It cannot be employed to permit early start of procurement where complete 
and fixed specifications do not exist. 

In other words, advertised procurement is well suited to buying routine ma- 
terial but not ideal for (a) enlisting new ideas or (b) obtaining supplies for 
which there do not as yet exist and cannot exist fixed specifications. Moreover, 
it does not enlist talent or facilities which may be particularly desirable for 
early solution of military problems. 

It must be noted that advertising can produce higher costs than negotiation. 
This follows from the fact that prices quoted by new bidders must include 
learning costs and the expense of initial tooling. A bidder who has produced 
these items before need not give full credit to his prior experience for he knows 
that his competitors’ costs will unavoidably be higher. Moreover, the admin- 
istrative costs of preparing for and dealing with a multiplicity of bidders is 


high. Accordingly, use of competitive bidding is no guarantee of protection 
or assurance of lowest cost. 


THE ADVENT AND JUSTIFICATION FOR NEGOTIATED PROCUREMENT 


Since advertised procurement did not meet all of the requirements of the 
services, particularly in instances where speed or secrecy, or special talent or 
facilities were required, and where the services desired to get equipment as good 
as possible but it was not known just what this would be until after the most 
qualified contractor had tried his best, it became necessary to negotiate with 
particular sources for specific items. One of the early items of this type was 
airplanes. The Air Corps Act of 1926 specifically recognized the necessity for 
enlisting particular talent and facilities for the development and supply of air- 
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planes for which firm specifications did not exist. Under these Circumstances 
it became imperative to deal on the basis of confidence in the integrity anq skill 
of the selected supplier. A number of other types of items had also Proven 
unsuited to formal advertising. These included secret and proprietary mater: 
medicines, spare parts conforming to previous procurements, materiel required 
with great speed, etc. Another major type of exception was enacted in 1938 
with the passage of the Educational Order Act. As indicated by the title of the 
act, it was the purpose of this law to permit placing procurement orders With 
specific contractors for the purpose of familiarizing them with the productig, 
of particular items which they might be requested to produce in the event of 
emergency. 

In view of the deficiencies in advertised procurement previously mentioned 
and for the several reasons why it was sometimes desirable to obtain materia) 
otherwise than by advertising, it became necessary for the seryicés to develop 
techniques of dealing with specific potential contractors in an effort to enlig 
their skills and facilities in military supply. In 1941 and 1942 with the urgencig 
of World War II, departure from the mandatory requirement of advertises 
bidding was permitted for the duration of the emergency under the First ang 
Second War Powers Act by the authorization to negotiate contracts for Ships, 
aircraft, and related equipment. 


CONDITIONS UNDER WHICH NEGOTIATION DESIRABLE 


Following World War II and in the light of the procurement experience of 
that emergency, extensive thought was given to codifying laws and regulations 
which would provide an effective basis for military procurement. The regyt 
of this effort was the enactment of the Armed Services Procurement Act of 1947, 
This law permits procurement by advertising or by negotiation as appropriate, 
The circumstances under which negotiation is authorized are clearly stated ip 
section 2. It is there provided that negotiation is authorized in distinction to 
formal advertising, under the following circumstances : 

National emergency 

. Public exigency does not permit delay of advertising 

. Small orders under $1,000 

. Personal or professional services 

. Services of educational institutions 

. Purchases outside United States and its possessions 

Medical supplies 

. Purchases for resale 

. Purchase of perishable subsistence 

. Supplies or services for which it is impracticable to secure competition 

11. Research and development 

12. Clasified materials 

13. Technical equipment requiring interchangeability 

14. Supplies requiring major investment in productive facilities 

15. After advertising if prices not reasonable 

16. For mobilization purposes 

17. Otherwise, authorized by law (distressed areas, etc.) 

The experience of the military with negotiation as a regular technique of 
procurement is therefore relatively brief. In this short period the law and 
the regulations have been applied to the procurement of a vast array of com 
plex equipment. Moreover, during this time technological changes continue 
make it desirable that each model be superseded by a subsequent model as rap 
idly as possible in order that the Armed Forces of our country may match and 
if possible outpace, the advances of potential opponents. This the provisions 
of the law have permitted primarily through authorizing negotiation. 


— 
SODNAMPR OD 


THE RELATIVE ROLES OF ADVERTISED AND NEGOTIATED PROCUREMENT 


To summarize in the light of the foregoing, it will be noted that military 
procurement has undergone a development history which at first attempted 
to confine buying for the military services to formal advertising only. Histor 
cally this method was adopted to relieve Government personnel associated with 
procurement from pressure and to enlist as much price competition as poss 
ble. This type of procurement is suited to obtainment of standardized, uncla* 
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sified materiel where no changes or improvements are desired, there is no need 
for great speed in delivery, and several potential sources are able and willing 
to bid on orders for the material or services. : ith 

With increasing complexity in the material wanted by the services, and wit 
the increased necessity for the rapid introduction of improvements in weapons 
and equipment, it became necessary to make departures from formal advertising 
as an exclusive technique of procurement. Where the complexity of the materiel 
required enlisting particular suppliers, or where the services could not provide a 
firm specification for what was wanted because they were seeking an objective 
which had not as yet been achieved, formal advertising could not meet the need. 
Under such circumstances the primary need of the military is for competition in 
concept for achieving advanced results. Because of need for specialized know- 
how, it is frequently desired that particularly qualified organizations participate 
in efforts to develop new equipment or improve existing apparatus. Competition 
petween qualified organizations is secured in negotiation, and the opportunity to 
review estimated costs permits reasonable assurance that prices are not excessive. 

The nature of the materiel being obtained by the Armed Forces today tends 
continually to change and advance with new technologies. Moreover, the com- 
petition between the Armed Forces of this country with those of other capable 
potential opponents makes it desirable that we demand constantly better and 
better weapons. Accordingly, it becomes increasingly undesirable to use preexist- 
ing specifications, and to submit procurement to public examination where mili- 
tary classification must be abandoned. Surely the Nation desires to preserve the 
advantages of continually superior performance in our weapons, aircraft, missiles, 
and the like. Accordingly, it becomes necessary to use purchasing techniques 
which do not meet the criteria of formally advertised procurement. 

The extent to which the nature of the materiel or services being procured must 
control the form of procurement procedure employed is illustrated in chart II. 
In bar chart form this summarizes the way in which the Air Force’s procure- 
ment funds were expended in 1956. As can be seen, 42 percent of available 
funds were spent for major programed items. This means aircraft, engines, 
missiles, and the like. It is generally agreed that the complexity of this kind of 
equipment and the required skills and facilities for their production precludes 
the use of advertised procurement and requires negotiation for this category of 
item. A further 32 percent was expended for technical services in connection 
with material previously delivered, for continued development, for production of 
test quantities, and for overhaul or modification where a high degree of familiar- 
ity with equipment is required. This type of procurement also, it is believed, is 
not suited to advertising and consequently is negotiated. The sum of these two 
categories totals 74 percent of the overall appropriation. 

In addition, 14 percent of the overall expenditure was devoted to modifications 
to prior contracts, including allocation to cover spare parts, increased costs and 
price redeterminations. Clearly, this kind of expenditure must follow the con- 
tractor and logically uses the same procedure employed with the initial contract. 
A further 8 percent was expended for classified contracts, research and develop- 
ment, supplies requiring special facilities, and for items for which detailed 
specifications did not permit advertising or there was insufficient time to employ 
advertising. The total of the four categories mentioned equals 96 percent of 
the funds expended by the Air Force itself. 

Only 4 percent of the expenditures by the Air Force for procurement in 1956 
were employed to obtain items of a routine nature. This low percent results in 
part from the fact that such purchases as petroleum and Quartermaster supplies 
are obtained for the Air Force by other agencies. 

It is believed that the breakdown of Air Force procurement illustrates how 
significantly the character of the item or service obtained must influence the 
form of procurement used. Further, it illustrates the relatively small portion 
of the overall budget which, from the nature of the materiel and services, can 
be expected to be procured to advantage by advertising. 

In this brief presentation, the provisions of applicable law have been em- 
phasized. It is not intended to overlook or belittle the importance of personnel 
and their qualifications and skill in carrying Out procurement. This aspect 
will be considered by a following speaker. 
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SOCIAL OBJECTIVES ie 

A diversion from the principal elements of procurement—and they are such a 
diversion—takes place when purchasing for the Armed Forces is required to 

rform other purposes than the primary objective of obtaining the best materiel 
feasible for a proper price. Thus, in accordance with applicable legislation, the 
efficient operation of procurement may be distorted to channel orders to small 
pusiness, to areas of labor surplus, to distressed areas, to “buy American and 
for similar social purposes. These features, incidentally, are more readily ac- 
complished by negotiation than by advertised bids. It should be recognized, 
however, that these requirements conflict with, rather than enhance, effective 
procurement and do not obtain materiel at lowest cost. 


CONCLUSION 


From this brief, historical review of how existing procurement procedures be- 
came what they are, it is evident that the services buy a great variety of materiel 
and no single purchasing technique is appropriate to deal with all types of 
materiel. For stable, well defined items, advertising for sealed fixed bids can 
symetimes be appropriate. However, considering the proportion of military 
expenditure being devoted to complex and frequently classified equipment, it is 
inevitable that a substantial portion of military procurement will continue to 
be handled by methods other than formal advertising. The existing Armed 
Services Procurement Act was passed after very considerable review and study. 
This law grew out of experience. This experience indicates the necessity for 
flexibility, speed, and selectivity in dealing with contractors. The law pro- 
vides for both types of procurement. Just as there is need for a full complement 
of weapons, there is also need for the full arsenal of techniques in order to pro- 
vide the proper weapon—that is, procurement technique—for each purpose. 
There is need, also, for procurement personnel actually engaged in carrying out 
the procurement function, to be free to use the weapon, i.e. the technique they 
consider appropriate in the light of all applicable circumstances. 


How PROCUREMENT Is ACCOMPLISHED TODAY 


(By B. Edelman, Assistant Manager, Government-Industry Relations, Western 
Electric Co., Inc.) 


CRITERIA FOR EFFECTIVE USE OF ADVERTISING 


According to John Perry Miller, professor of economics at Yale, a national 
authority on the subject, there are five criteria to permit advertising to be ap- 
plicable or effective. These are— 

1, Adequate descriptions of what is to be purchased; this suggests an 
item that is reasonably stable in design, and that by whomever produced, 
will be essentially the same, including the minimal quality. 

2. The specifications of the item are realistic and “honest”; that is, not 
beyond industry capability, nor tailored to a particular source, but capable 
of being met by a number of producers. 

3. The details of the item may be publicized, not being restricted by se- 
curity classifications or by proprietary design. 

4, That more than one qualified source is willing to submit a bid and to 
undertake the supply. 


5. That the basis for selecting the successful bidder could be solely on 
the price offered. 

Advertising has been truly effective only where the foregoing five criteria 
have been met. These conditions have prevailed largely in the peacetime 
years where subsistence, supplies, and standardized weapons and equipment 
were procured for a modest military establishment. Also, if new items had 
to be brought into the picture, when military laboratories could take the time 
to perfect the concepts, complete the designs, and put the new item into the 
procurement mechanism. 

As soon as some urgency was involved and time became critical, the slow- 
paced routinized advertising procedure had to be departed from to reduce the 
time to either select and get a contractor underway ; or get the item complete 













































522 MILITARY PROCUREMENT 


enough (from a design specification standpoint) to put into a producer's hands, 
Accordingly, to complete the picture, a sixth critical element has had to be 
present to allow utilization of the advertising system. 


WEAKNESSES OF ADVERTISING 


Advertising has been used to accomplish large amounts of procurement; its 
suitability and successful utilization have been taken for granted. Doeg this 
then mean that it is free from fault and defect? Much less furore and Spot- 
lighting has been focused on it; why should this be? Here is what hag beg, 
observed in actual operation under advertising. 

Whenever anything goes wrong, it is possible to blame the impersonal] system, 
or the low bidder himself for the result; provided, of course, that all involyeg 
have meticulously conformed to the mechanical rules and avoided applying judg. 
ment and making decisions with which issue could be taken. The unsuccessfy 
higher bidders have only themselves to criticize for not bidding more realigt- 
cally ; the late bidders, likewise, for their dilatory acts; the nonresponsive pig. 
ders, ditto. Procurement personnel can sympathetically commiserate with thoge 
who were not lowest; in rare cases, they may have to weigh disqualificationg of 
a low bidder, but even this unpleasant act can be avoided except in the face of 
preponderant factual evidence, often not easily established. 

Another reason for fewer reports on bad advertised procurements appears to 
be careful screéning of proposed procurements to foresee whether difficulties or 
problems are likely to arise because of their nature or the existing conditions, 
and then determining that advertising would not be effective, suitable, or prac. 
ticable. In this way, some of the troublesome situations are avoided. 

Poor contracts do result from advertising. Prices have been too low in eut- 
throat competitive situations, resulting in losses or low returns which have 
discouraged continuation of good contractors seeking to supply the Government— 
where there is an alternative, of course; or have even resulted in bankruptcy, 
particularly in small business enterprises with limited financial resources. The 
loss of suitable experienced contractors for these reasons hurts the defense pro 
grams either because of failure to deliver on time or at all; or because the eco 
nomic pressure forces him to cut corners, maybe quality. 

In contrast, an experienced contractor, fresh with experience from a prior pro 
curement, has failed to bid his lowest possible price (gaining an excessive profit) 
knowing the early costs likely to be encountered by the other bidders and the 
prices they are likely to submit. In advertising the right to question the price 
and cost data is not available except when prepared to reject all bids. 

Where the low bidder is a concern whose capabilities are suspect on account of 
inadequate financing, technical ability, poor quality, incompetent management, 
or any similar weakness, it is very difficult to firmly take a position to disqualify 
it, lacking conclusive evidence or records. Even inexperienced procurement per- 
sonnel can often sense these dangers by observation, interview, inspection, or 
research and lay it before higher authority ; but the penalties for exercising such 
discretion can be severe under advertising. Most likely such a weak enterprise 
will be a small business concern, with many kinds of friendly support available, 
based primarily on the fine character and reputation of principal personalities 
involved. It is rare when a congressional committee criticizes a military agency, 
as just recently, for use of marginal contractors (in the procurement of clothing) 
who trade on marginal labor. 

One of the presently critical situations is the shortage of technical manpower. 
Such personnel are vital to the preparation of bids. Under the advertising 
system, an ever larger number of bidders are permitted, or encouraged, 0 
prepare and submit bids; obviously a large amount of this bid-preparation effort 
becomes wasted. In addition to dissipating this currently precious resource, 
the actual dollar cost of the unsuccessful bidding effort by the large numbers 
of bidders must be recouped through expense factors on the Government busi- 
ness handled by them eventually. Thus, the advertising system per se is prone 
to introduce an extra and uncontrollable cost. 

Another hidden cost factor of much greater significance, but which is & 
tremely difficult to evaluate, would be attributable to the advertising system if 
it were to be used more extensively as now being urged. This is due to the 
fact that the military services are no longer able to assume responsibility for 
complete engineering of as much equipment as they used to in pre-World War! 
days. Too many new kinds of items; vast new technologies just being created; 
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and the need for stand-by manufacturing competence in industry for massive 
requirements all have forced upon the Nation a military-industry partnership 
in technical competence, with military funding and direction, to attain superior 
weaponry. Industry could be doing an applicable job for the civilian economy, 
and the opportunity is available for the military to benefit from the technical 
advances made in either the preceding or concurrent civilian or military research 
by using industry research, engineering, and experience properly. 

The alternative course for Government would be to develop a duplicate tech- 
nical competence, competitively with industry, for exclusively military pur- 

ses—assuming that this was even possible in the present manpower shortage. 
If this duplicate engineering competence could be established (at great cost, 
and with damage to the overall economy) then the military could prepare the 
adequate, complete, and realistic specifications necessary to make sound adver- 
tising for bids possible. Such an engineering force within the Military HEstab- 
lishment could explore the military problem; establish the environmental re- 
quirements ; carry on the research and development work leading to successful 
prototypes; and then, following service-testing, attempt to prepare manufac- 
turing designs that could be followed by industry to turn out an appropriate 
yolume by best methods and at lowest cost. Fortunately, one can’t even con- 
sider this fantasy; the cost to support it would be gigantic, and its retarding 
effect on Our national development unacceptable. Instead, we find the military 
doing only the initial phases of staking out the problem, and trying to set up 
preliminary goals by means of performance specifications which recite military 
requirements and characteristics; then, turning to their industry partners, 
and asking a number of them with advanced competence to contribute to the ulti- 
mate design on a competitive basis whenever the time, funds, and available 
skills make this possible. 

Advertising would preclude this partnership technique in most areas of equip- 
ment. To force the use of advertising under these prevailing conditions—where 
complete competence is outside the military—must depreciate our military 
superiority. To even attempt it would require repeated cycles for individual 
steps in a development, in securing possible technical contributions, with a most 
probable inferiority, at a net greater cost in money and time. 


INDUSTRY PRACTICE ON ADVERTISING 


Let us look at the other side of this advertising coin. If advertising, as a 
technique, has a superiority, should we not expect to find it widely used by the 
major purchasing activities of industry? Apparently this is not the case. 

First, it is more expensive as a routine procedure due to more complete 
preparation of bid data and to the larger volume of bidders to be supplied with 
such data. Also, the extra time intervals needed for this kind of routine pro- 
cedure are not felt justifiable, or, in some cases, allowable. 

Second, industry and commerce seem to have learned from management re- 
search and study that the fuller utilization of the individual’s competence is 
important—even vital to our national progress in the light of future manpower 
deficiencies. Industry strives to attain this by job analysis, personnel training 
and development, increased responsibility, improved organization, and manage- 
ment control techniques. The very spirit of the advertising system, with its 
rigidity, is in opposition to this concept, and would be a retrogressive step. 

The lessons portrayed by industry in nonacceptance of the advertised pro- 
curement method are worthy of careful review. America began its industrial 
development late compared to Europe, but faced with new orders of magnitude 
and with a freedom to seek out new, untried, but promising methods, produced 
by the post-World War I period, the largest, most efficient national industrial 
structure and plan in the world; and it is still evolving. Industry has adopted 
some limited applications of what approaches advertising. A few institu- 
tions follow a mechanical bid-procedure not unlike the Government, but with- 
out its full rigidity. Much construction work lends itself to such a pattern. 
However, it seems clear that the adoption of advertising-for-bid method to 
secure the benefits of competition has not been extensive and that other tech- 
niques, generally identified as negotiation, have served to secure the desired 
results of, first, assured delivery; second, essential quality; and then, when 
overall reliable performance is assured, insuring that price is low but fair, in 
comparison with other equally competent sources. The lesson seems to be—a 
00d supplier is hard to find ; once found, never let him go. 
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THE NATURE OF NEGOTIATION 


This subject—“Just What Is Negotiation?’—has been receiving a great dea] 
of attention from congressional committees, the press, and others. Attempts 
at a simple definition fall short; probably because it can be so many thi 
depending on circumstances. For this reason, it may be necessary to think of 
it as a technique which allows a flexibility and variation according to the item 
involved, the situation, the skills available, and the underlying objectives, ip 
addition to simple purchase. 

Some of the earlier attempts by Government to define it for the purpose of 
departing from advertising ended with a phrase “in a manner common amo 
businessmen.” This does nothing more than underline the difficulty of a simple 
definition; yet it suggests trying to follow what the general good practice jg 
among commercial and industrial buyers. It should follow then, that as the 
patterns of industry change, it would be in order to vary the Government's 
own versions of negotiation in like manner. 

Negotiation would seem to be any method of arriving at a set of mutually 
acceptable terms and conditions where the right of the purchaser to agree finally 
is not foresworn. In the advertising system, an obligation is created inherently 
to accept whoever makes the lowest offer which is fully responsive and which 
is made by a responsible offeror. Any procedural departure (no matter how 
slight) from this advertising pattern is today called negotiation. It is immateria] 
whether many, few, or one offer is under consideration; even informally going 
through all the same motions as in advertising would be classified as negotia- 
tion. There can be adequate specifications; there can be several competent, 
competing sources offering to supply: if advertising rules governed, a sim- 
ple mechanical conclusion would generally ensue; if negotiation were used, 
the right to question and explore before deciding would be reserved, and the 
soundness of the proposal gone into. Accordingly, negotiation does not imply 
a reduction in competition or the number of possible contractors. If more than 
one established source can be used, the same degree of competition and multiple 
bidding is available for negotiation as in advertising. Negotiation of itself does 
not reduce competition, but rather truly increases it by inducing a number of 
qualified sources to match themselves against one another on the essential and 
critical factors, cost included. 

This point on competition is very important. It is implied by some that 
negotiation is the opposite of competition, which is an unfair, illogical and 
inaccurate statement. Statistical analyses indicate that 85 percent of the nun- 
ber of procurements are accomplished under the statutory exception for small 
purchases ($2,500 or less) ; this is one of the procurement procedures included 
in what is defined as “negotiation.” It does distort the picture if included ina 
total that shows that over 92 percent was negotiated, and simultaneously imply 
that a large part of negotiation was with but a single source. The same kind 
of statistical distortion exists when applied to the situations where proprietary 
or other noncompetitive purchases have to be made because of their character and 
are lumped together under the heading “negotiation.” As a matter of fact, in 
a number of cases critically reviewed by a congressional committee, there was 
plenty of evidence of competition in all of them in terms of the number of sources 
approached ; the criticism there was directed at the intensity or length of the 
negotiation effort. 

Whether one source or several are being considered, the essence of the nego- 
tiation technique is to induce the best possible proposal to be submitted for 
consideration by the purchaser, without breaching standards of conduct that 
would be considered ethical, fair, or equitable. Obviously, if there happens to 
be but one source, particular care must be taken for the protection of the buyer— 
the Government; neither advertising nor negotiation can in such instances in- 
crease the competition, but negotiation which does allow exploration of cost data 
in proposals increases the opportunity to explore and exchange views on price 
and other points to insure that the deal is not an unconscionable one—in con- 
trast to advertising. 

The amount of discussion which needs to be utilized in negotiation does not 
lend itself to precise limitation, maximum or minimum. Attorneys may from 
their experience conceive negotiation to be one or more conferences to hammer 
out a precise understanding and agreement document, punctuation and proofing 
included; on the other hand, in some transactions a simple statement recited 
over the phone might actually do the job. Where many of the elements of the 
deal are common, recognized, or well-understood, only a few points in each offer 
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need to be scanned and evaluated; a single round of submittals, a quick evalua- 
tion, and the obviously sound decision can be made without further contact. All 
of this range of discussion can fall within negotiation, since only that amount 
of discussion is required as will insure full understanding in each instance. 
One of the troublesome areas is in the management of discussions, and in the 
kind of information which the buyer may or may not make available to each 
ser. The limitations are partly legal and partly ethical. Each proposer 
js entitled to have his own data held in confidence; yet each would probably be 
able to benefit from an improper disclosure of others’ data. The buyer must be 
meticulous in respecting and protecting each. Each offeror should have the 
game opportunities to consider all properly available information, the same 
amount of time, the same last chance to consider improving his final proposal ; 
and yet, in the interest of efficiency and reasonableness a degree of time-control 
and cut-off must be employed. The goal is a high standard of fairness to all, 
since the Government is charged with an especially high degree of responsibility 
for such standards. Clearly any cut-throat practices where all is fair if only 
a lower price is attained cannot be compatible with our expectations as citizens. 


CIRCUMSTANCES REQUIRING NEGOTIATION 


These positive and negative statements that stake out an area of definition 
into which negotiation may be set, can only serve to create an atmosphere for it. 
Here are the situations where negotiation must be used : 


1. Where time limitations erist 


The formalities of advertising take certain intervals for preparing quantities 
of requests, intervals for bid-preparation, opening and evaluation, low bidder’s 
responsibility evaluation, etc. Negotiation does allow reduction of the overall 
time, even when multiple sources participate. Accordingly, where the product 
isa perishable; where the industry has a cycle of its own that cannot wait (as 
incanning) ; where specific military requirement dates must be met or a shortage 
must be overcome; or where an end-result must be secured in time to protect an 
overall program or the program cost and delivery are in danger, then time can 
be the determinant in choosing negotiation. Obviously, emergencies like war 
or near-war demand the freedom and speed of negotiation, and proper use of it 
should be charged to the President. 

There are cases where poor planning has created a deficiency in available time; 
these are weaknesses which DOD must strive to correct. Rather than deny 
the right to a method which will recover lost time, the penalty should be higher 
approval for its utilization. 


2. Where complete or final design is not available 


Only negotiation could serve here. Sometimes the design is so new that only 
the developing contractor organization can assume responsibility; sometimes 
only the requirement phase is set forth, and a number of technical proposals 
for realization of objectives must be solicited in order to obtain contributions from 
the more advanced technologists. For this judgment-process negotiation is 
mandatory. 

Also, some successfully operating items have to be suitably incorporated into 
the military equipment setup. Instead of merely adding another whole equip- 
ment, it may be important to integrate it with another to save weight, space, 
separate handling, etc. This may assign the task to the parent equipment manu- 
facturer—by negotiation. Likewise, standardization requirements could force 
continued procurement with a particular source by negotiation, unless acquisi- 
tion of such design for advertising can be economically justified. 

Some designs are in a state of such rapid change that it is virtually impossible 
to prepare a set of drawings—thereby precluding anything but negotiation. 
Other designs may have such a short period of possible service, due to impend- 
ing supersedence, etc., that it would be unrealistic and uneconomical to prepare 
a complete set adequate for bidding. Then there are the cases where a com- 
mercial item must be made to meet more exacting requirements than the original; 
here, the commercial-item source has to be made responsible for modification of 
its own basic design—again compelling reliance on negotiaton. 


3. — increased or disproportionate cost and time of Government effort would 
e needed 


The arsenals, proving grounds, and engineering laboratories of the military 
services cannot possibly maintain maximum competence in all areas of product 
required; accordingly, such maximum competence is primarily in fields of 
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special interest such as ordnance and others where industry might not be abje 
to justify a program. In other fields, reliance is primarily on industry. Thig 
reliance is encouraged by the second Hoover Commission study and by the 
recent administrations; presumably any expenditures to build a separate, dupli- 
cate competence—that is, an engineering force—to permit establishment of fyy 
designs suitable for advertised bidding would not receive congressional or public 
support, nor even be capable of economic underwriting through taxation. This 
leads to an extensive program of negotiated procurement to seek out the 
appropriate pools of technical competence among industrial sources. Incidep. 
tally, the very thing that gives these sources eminence, their research and de 
velopment programs, would undoubtedly make their costs noncompetitive jp 
advertising. 

Another aspect of this economy view would be in small purchases. These 
number an astounding percentage of the total procurement actions, but are each 
likely to be so small in value of item procured that the simplest, most flexible 
procedures need to be resorted to. Negotiation or rather something other than 
formal advertising allows this kind of flexibility, as does the petty-cash box in 
most offices. 


4. Where limited sources are available 


The obvious situation here is where a patented or proprietary item is to be 
bought; also for securing utility services where published rates will govern, 
Advertising with'the sole source would be meaningless. 

In our complex technological areas, where scientific breakthroughs are showing 
the way, the limitation of sources may be attributable to the fact that there may be 
very few, or even a single place where these leaders are; to secure their services, 
a negotiated-contract approach must be employed. Once having initiated a 
program of development with such a source, and having “invested” in having it 
attain a special competence useful for military application, that source may re 
main the superior or only one for continued supply. This may be particularly 
true on types of aircraft, engines, explosives, ete. 

Another limited source situation may result from the fact that the military may 
have supplied facilities or tooling for a major program, and subsequent procure- 
ments gravitate toward such sources since a great cost would be encountered in 
transferring facilities or revamping tooling to a new producer. The competitive 
aspect would have been considered in the initial phases of selecting the contractor 
for research, or initial production. 

In recent years a great emphasis has been put on increasing the reliability of 
these complex weapons. The great expense of failure to operate at required 
times is becoming apparent and measurable. How do we get reliability? Mainly 
by getting to know the environmental operating conditions and then engineering 
to meet them. How is this accomplished? Principally by calling upon the lead- 
ing, competent sources who have the capability for coming to grips with this 
elusive, scientific frontier-breaking problem. There are few of these leaders, and 
negotiation is the way to secure their contribution because the conditions and 
solutions cannot be specified, or prices computed to attain them. The types of 
contracts which have to be used require negotiation. 

Maintainability is a similar quality which needs to be incorporated in our 
military equipment. The difficulty of building up and holding a maintenance 
force makes the military strive to reduce the magnitude of the job facing them. 
How does one get maintainability? How do you specify it so that it can be 
bought by advertising? You buy from particular sources with appreciation of 
this problem, who can develop and design it into the product from their accuma- 
lated experience in civilian activity. This, too, calls for negotiation due to the 
kinds of contracts needed—you can’t set a sepcification for it; you can’t figure 
a price for it. 


5. Where security or nondisclosure may be involved 


The implication is crystal clear that classified work can be entrusted only to 
predetermined sources, thus calling for negotiation. 

Similarly, where contractor-owned know-how is involved, such valuable prop 
erty may not be extracted from its owners and disseminated for others to be 
guided thereby. 

Mobilization is a major policy objective of the military, and to justify the 
expense a particular source may be willing to assume, some assurance is neces 
sary to preclude a noncooperating producer from snapping up a contract (a8 
might be possible in advertising) on a small differential in price which would be 
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more than offset by the long-range value and economy of a sound mobilization 
program). Negotiation allows analysis of the situation to insure fair pricing and 
continued participation in mobilization planning by actual production of planned 


items. 
5. Where security or nondisclosure may be involved 


Where services of particular individuals are involved; where university 
training or research programs are to be supported; where proprietary items are 
being procured for resale; and, in like situations, a particular source is indicated 
and negotiation is the appropriate tool. 

All of the foregoing situations are generally recognized in the 16 existing stat- 
utory exceptions permitting negotiation; however some of the interpretations 
and conclusions as to when these justifying conditions do in fact exist are not 
readily appreciated by investigators or students of the problem. This is particu- 
larly so where technical competence is involved or where proprietary data is 
a factor. 

The armed services are individually making efforts to push advertising when 
possible, notwithstanding the suggestions here that it may not be the best 
method for getting the truly most advantageous result. Undoubtedly, the stimu- 
lant for such effort is the concern for congressional approbation. 

One Bureau of the Navy has adopted a program of securing during the first 
production contract enough information on how the producer accomplished his 
result so as to facilitate manufacture by others. It is not clear yet whether the 
Rureau will truly want to, and can afford to buy any proprietary know-how that 
may be involved; whether these expenditures will be subsequently justified as 
economical; or whether participating suppliers will feel that they have lost more 
in disclosing their production know *ow than they have gained. 

Generally, it seems to be true that if an article has been made or can be made 
by a number of firms, it will go to advertising; in some cases, procurement activi- 
ties seem to be willing to go to lengths to establish competition by subsidizing 
additional sources. It may very well be that in seeking the form—advertising— 
we are losing the substance—sound defense and true economy. 

However, the facts seem to be that a major portion—in some services over 
85 percent—can be secured only by negotiation. This is because of the nature 
of what is being bought. Even our congressional reviews have pointed up that 
most of our large programs for aircraft, tanks, missiles, and other complex 
weapons can only be bought by negotiation. It seems probable that over 75 per- 
cent of our needs falls into this category. Perhaps we are deluding ourselves 
by repeating the words of yesteryear—‘“All procurement shall generally be by 
advertising.” 





ADVANTAGES OF NEGOTIATION 


Summarizing the story on negotiation, the following advantages are attributable 
toit: 

1. Negotiation enables exploration of the proposers’ cost data for the oppor- 
tunity to eliminate unnecessary costs based on misunderstood requirements; 
correction of unsound allocations of cost; detection of straightforward errors of 
computation, if revealed ; and most important, waiving of contingency factors for 
possible future situations by employment of appropriate price-adjustment provi- 
sions or contract types. 

2. Negotiation contacts and discussions with sources enable a partial evalu- 
ation of a potential contractor’s competence. 

3. Negotiation is the tool for eliciting technical contributions in the form 
of suitable proposals for attaining a desired end-result; or even a sounder 
counter-proposal from a business standpoint when the contractor has the 
opportunity to understand and absorb the ultimate objective. 

4. Negotiation is the necessary method for putting the project in the proper 
or best spot or source when the controlling considerations are either technical 
competence, support of mobilization plans, small business policy, labor area 
relief, attaining the economies of standardization, or employing existing 
facilities. 

5. Negotiation is the means of procuring within a minimum of time, or when 
urgency dictates. 

6. Negotiation should when employed by competent personnel and under 
appropriate management controls, result in greater economy, considering the 
price paid and cost of procurement effort. 
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7. Negotiation enables development of a more competent, more stable buy. 
ing force through utilization of more individual initiative and ability, ang 
encouraging careers for able personnel through maximizing their opportunities 
for contributions. 

8. Negotiation permits keeping uppermost in mind, as decisions have to be 
made, whether the national defense will be advanced by each decision made 

Summing up the situation succinctly it may be stated: Advertising can buy 
only yesterday’s weapons; only negotiation can buy tomorrow’s weapons today, 


INDUSTRY VIEWS AND RECOMMENDATIONS 
(By 8S. E. Bostwick, vice president—financial and secretary Edo Corp.) 


The preceding papers have outlined the law and the history of this problem 
of Government procurement. They have clearly stated the limitations of the 
advertised bidding procedure and the factors that make it necessary that g 
large percentage of military supply be purchased by negotiation. 

It is generally accepted that the Department of Defense is charged with the 
biggest and most difficult procurement job in the world. Its record for the 
past decade and the past few hundred billions of dollars spent on negotiated 
contracts may not be perfect but it’s pretty good. The complaints against the 
services have been fairly small when measured against the immense problem 
of military procurement and I am certain that an unbaised critic will admit 
that on the whole, a good buying job has been done. 


PURPORTED ADVANTAGES OF ADVERTISED BIDDING 


In view of this record, and in view of the fact that American industry has 
virtually rejected unlimited advertised bidding in the form required of Govern- 
ment agencies, it is difficult to understand why certain of our Congressmen 
are advocating a greater use of this obsolete procedure rather than a perfecting 
of the negotiated procurement technique. When the advantages and disadyan- 
tages of the two methods are analyzed only three possible advantages are 
claimed for advertised bidding even by its most ardent supporters (ignoring all 
of its limitations and disadvantages already presented) ; these are— 

(1) That it increases competition and thus results in a lower price to the 
Government. 

(2) That it offers equal opportunity to all suppliers and especially to small 
business. 

(3) That it provides a technique in which the buyer cannot exercise judg- 
ment, assume responsibility, nor influence the letting of the contract. 

It is suggested the first two so-called advantages are specious and just not 
true. Under unlimited advertised bidding as practiced today, the low bid is all 
too frequently an irresponsible bid at a price below cost. Under these circun- 
stances the Government seems to get more competition and lower prices until 
the cost of shoddy work, failures to deliver, and contract defaults are added 
to the prices. In these circumstances also, the Government seems to offer equal 
opportunity to all suppliers and particularly to small business—until it is 
recognized that present-day practices are to a great extent preventing sound 
small business concerns from competing at fair and reasonable prices. In fact, 
as a result of this situation, many small companies have adopted a policy of 
not participating in advertised bidding except in very rare situations. 

With reference to this situation, the Strategic Industries Association, for- 
merly known as the Small Business Association, whose members are small 
business organizations interested in defense work, has issued its policy booklet 
called “Where We Stand” that expresses the small-business view most effectively: 

We believe— 

(1) negotiated procurement is not esentially damaging to the interests 
of small and independent firms and may, in some cases, represent de- 
sirable protection to the small originator of technically advanced designs. 

(2) by contrast, widely advertised procurement may bring about exten- 
sive competition among inexperienced firms with resulting unintentional 
below-cost bids. Since everyone who bids must bear the cost of bid prepa- 

ration, there are frequent instances in which all concerned are the losers— 
the successful bidder, the unsuccessful, and the Government. 
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(3) the principle of negotiated procurement is desirable—to obtain com- 
petitive proposals from a group of companies believed to be most com- 
petent in the field. 

It is submitted that the third so-called advantage of advertised bidding— 
namely, that the buyer cannot exercise judgment, assume responsibility, nor 
influence the letting of the contract, creates the strong emotional appeal for 
this technique in Congress and in certain other circles. 

This appeal stems, somewhat naturally, from a fear that improper influence 
can and will be used in the expenditure of Government funds. This feeling 
is a proper one and one which businessmen big and small have had to face 
and conquer in their own businesses. The solution for business was not to 
retain an outmoded and impractical technique such as advertised bidding— 
put to improve the negotiation process by establishing a force of high caliber 
personnel who were required to use judgment and accept responsibility; and 
a system of internal checks and balances sufficient to guard against the excep- 
tion—the dishonest employee. It is maintained that the same solution is 
necessary to make our gigantic Government procurement program efficient and 
effective. 

SUMMARIZATION 


It is believed that certain constructive results could be attained if both the 
Department of Defense and the Congress were to address themselves to cer- 
tain aspects of the overall situation as suggested in the following summary: 

It is believed that Congress, after careful study of the procurement problem, 
has already produced a sound piece of legislation in the Armed Services Procure- 
ment Act of 1947. If this act and its codification into the military procurement 
statute were to be amended to clearly reflect the following changes, no new 
legislation should be required or desired : 

1. Increase small purchase limits from $1,000 to $2,500. 

2. Increase the value of research and development contracts which may be 
placed without secretarial determination from $25,000 to $100,000. 

8. Provide that nonperishable subsistence may be procured by negotiation. 

4, Provide that where less than complete design specifications are available or 
where performance specifications must be used, as determined by the contracting 
officer and concurred in at higher departmental levels, the procurement may be 
negotiated. 

RECOM MENDATIONS 


It is suggested that Congress review and analyze the results obtained under 
the advertising-for-bids system in the light of present-day industrial practices; 
and defer any attempt at establishing a statutory definition of “negotiation” 
until a better understanding of its character and variations is developed from 
the actual experiences and problems of the Department of Defense. 

It is further suggested that Congress establish the climate and means to secure 
the best caliber of procurement personnel to administer the biggest buying job 
in the Nation; consider what is needed in the form of compensation, personal 
satisfactions, and public recognition, to make these careers attractive. 

It is believed the Department of Defense could contribute to an improvement 
in the procurement process and better understanding of its operations by Con- 
gress and the public if it adopted some of the following suggestions : 

1. Promptly advise the appropriate congressional committees that the secre- 
tarial determinations to employ emergency exemption 2(c)1 can be withdrawn 
upon the enactment of the amendments to the statute as proposed above. 

2. Develop departmental procedures to advise the unsuccessful proposer in a 
negotiated procurement why he was not the successful bidder. 

8. Develop departmental procedures for review of the contracting officers’ 
decision to negotiate where less than complete design specifications are avail- 
able and provide that a written supporting statement of justification be filed with 
each case for review by GAO or other congressional representatives. This state- 
ment should reveal the extent of competition obtained among qualified sources. 

4. Intensify further studies of the negotiation techniques and such alternates 
as the two-phase procurement plan of the Air Force, including studies by outside 
groups such as the Harvard University Business School’s “Research Projects on 
Military Management.” 

5. Improve personnel development programs and develop management con- 
trols to verify attainment of efficient procurement. 
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6. Develop a more realistic classification for the reporting of procurem 
Congress and the public to replace the presently confusing terms of “ 
ing” and “negotiation” such as the following: 

Small purchases (under $2,500) 
Nonadvertisable—Sole source items 
Nonadvertisable—Multiple source items 
Advertisable items 

7. Develop suitable statistical reporting programs for informing DOD man- 
agement and the Congress on the effectiveness of the procurement operation, 
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NSIA 
Wuat It Is—Wuar Ir Dogs 


NSIA is a nonprofit, nonpolitical, nonlobbying organization of more than 5 
American companies which provide goods and services to the Department of 
Defense and the military departments. 

It was conceived by James Forrestal in 1944 as a means to perpetuate ip 
peacetime the mutual respect and cooperation traditionally developed between 
industry and the Armed Forces in time of war. 

Today it provides a direct channel of communication between the men who 
make defense materials and the men who use them, enabling each to share the 
benefits of the other’s experience. 

When knotty problems involving industrial experience face military authori- 
ties they can avail themselves of firsthand knowledge through the NSIA Ad. 
visory Committee program. 

When industrial leaders feel that the best interests of the Nation can be 
served by adjusting defense policies and procedures to simplify industry con- 
pliance with defense requirements, they can make their joint opinions known 
through NSIA. 

NSIA has won a reputation with both industry and Government for fair 
dealing by expressing only those points of view which can provide a stronger 
national defense program. 

NSIA believes that industry and defense must always be partners in pre 
paredness. 

Every American company has a place in this continuing effort to protect the 
United States and its people. 

APPENDIX V 


“AF/INDUSTRY RELATIONS—WHAT AIR FORCE WANTS,” BY LT. GEN, 
C. S. IRVINE, DEPUTY CHIEF OF STAFF, MATERIEL, U.S. AIR FORCE 
(ARMED FORCES MANAGEMENT, OCTOBER 1958) 


AF/InNpbustry RELATIONS—WHaT AIR Force WANTS 


(By Lt. Gen. C. S. Irvine, Deputy Chief of Staff, Materiel U.S. Air Force) 


First in a series on the Government-industry contractor relationship. 
Beginning next month Armed Forces management will present some of 
the headaches industry faces in dealing with the Government. Object: 
to give top policy and procurement officials greater awareness of the 
problems faced by your industrial suppliers. * * * 


How do you let thousands of military contracts, spend millions, and go to 
bed at night confident that you are getting the maximum amount of quality 
hardware per taxpayer’s dollar? What do you do to acquire this kind of 
confidence? 

These questions represent a monumental challenge facing every procurement 
official in the Department of Defense. Our senior procurement people normally 
have experience in the technical fields in which contracts are negotiated. We 
are responsible to Congress and to the citizens of the United States for guaran 
teeing the technical effectiveness and timely availability of every item necessary 
to fulfill our defense mission. We are further responsible for assuring the 
reasonableness of the prices we pay. 
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As Air Force Deputy Chief of Staff for Materiel, my constant companion is 
the awareness of these responsibilities. The same, I am sure, is true of General 
Rawlings, commander of AMC, and of the people who work for both of us. Un- 
like the pilots who can park their bombers and interceptors and walk away 
from them, we can never walk away from the procurement problems con- 
fronting us. 

Because of this constancy, and because I have been associated with materiel 
puying matters for most of the last 20 years, I have reached certain conclusions 
where Air Force-contractor relationships are concerned. Some of these are 
concepts. Some are policies. Some are little more than reflections. All, how- 
ever, are aimed at solving the question: “How can we get more real defense and 
deterrence for the money we spend ?” 

One such thought pertains to the real commodity the Air Force “buys” when 
it lets a contract. Ultimately, of course, it obtains an aircraft, a radar system, 
a missile, or ground support equipment. Initially, however, when the Air Force 
negotiates a contract, especially major development-production types, it is ac- 
tually taking a lien on the brainpower of the recipient company’s top man- 

ment. 

wemere is no shelf item to look at, to examine, and to test. Frequently, there 
is nothing to go on except a sheaf of drawings, books of data compilations, paper- 
work proposals regarding schedules and subcontract structures, and the past 
performance of the company in these critical areas. From these documents, 
which are the essence of a company’s management ability, we draw conclusions 
as to soundness of design, dependability of the engineering staffs, efficiency of 
the production capability, the reasonableness of the subcontract plans, and the 
company’s sincerity of interest. These, in turn, form the basis for measuring a 
company’s management capability—and for finalizing contract commitments. 

While on the subject of dealing with company officials, there is another topic 
to which I have given a lot of thought. That is the matter of their calling on 
influential citizens and on governmental officials to help them obtain contracts. 
Companies that can and do produce the best results need no such intermediaries 
or “cause-pleaders.” As a matter of fact, our procurement regulations require 
that potential contractors be considered solely on the basis of solid performance. 

I fully realize that this is a thorny matter to write about. However, it is a 
factor in overall Air Force-industry relations. I believe that such requests for 
intercession would be far less frequent if companies proffered more promising 
management and more effective work performance to begin with. 

As to contracts, themselves, fixed prices are always preferable, and the Air 
Force would much rather let this type. However, we recognize the necessity for 
cost-plus contracts in the research and development area and in certain develop- 
ment-production situations. In such cases as these, the management brainpower 
mentioned earlier, and the company’s records of integrity and past performance 
jointly guide our selection of the contractor. 

With either type, we respect the right of companies to make a profit; this is 
in keeping with the free enterprise system of doing business. It is my belief, 
however, that the best atmosphere in which this business can be conducted is 
one in which fair profits are made while reducing total costs. 

In other words, incentive profits based on overall cost reduction help the tax- 
payer get maximum defense hardware per dollar. Incentive profits based on 
super contract performance and on superior hardware performance substantially 
aid the Air Force in being able to fulfill its defense missions more effectively. 
For these reasons we are including incentive profits clauses in more and more 
contracts, fixed-price as well as cost-plus types. kj 

As a further step in improving Air Force-industry relations, we are giving 
thought to establishing criteria for postcontract analysis. This will be an objec- 
tive appraisal of contract performance history for use by the Air Force; and it 
will be available at any time to any legally authorized agency that needs to’ 
know just how a company fulfilled its commitments. 

Clearly, the high cost of today’s defense materiel warrants the most serious 
thought that can be forthcoming from both Government officials and industrial 
leaders. Sound steps must be taken to provide superior equipment sooner and 
at reasonable total costs. And they must be taken now. If we are to have the 
kind of Air Force this Nation needs, and if we are to obtain it at a price that 
is fair to taxpayers and industries, improved management will have to provide 
the necessary environment. 
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APPENDIX VI 


“WHAT PRICE PROCUREMENT INTEGRATION?” BY ERNEST F, LR. 
THEM, ASSISTANT TO THE PRESIDENT, RAYTHEON CO. (ARMED 
FORCES MANAGEMENT, NOVEMBER 1958) 


Wuat Price ProcuREMENT INTEGRATION ? 


(By Ernest F. Leathem,’ assistant to the president, Raytheon Manufacturing 
Co.) 


While a dynamic improvement is occurring in military procurement 
organization, the rules they use in dealing with industry are collecting 
dust. Here is why the rules need changing—now. ; 


We live in an age of growing complexity—not merely in the areas of human 
relations, diplomacy, and world affairs, but also in the inventions provided for 
our comfort and protection. Indeed, military weapons and weapons systems 
are now becoming so intricate and so large, and are reaching into so many dif. 
ferent industrial skills simultaneously, that one service—the Air Force—ig 
actively soliciting “team bids.” This is not merely a move to bring small busi- 
ness more into a prime contract relationship with the armed services. Some of 
the largest corporations in America are joining on single “teams.” 

What capacities must an industrial organization have when it commits itself 
to be responsible for a complex weapons system, either as the sole prime con- 
tractor or as a member of a “team”? What attributes and skills are the armed 
services seeking when they choose a corporation or group of corporations to 
undertake such a commitment? 

Does each party in the resulting contract know what it is selling—or buying? 
Are the values of this being properly assessed in fixing contract terms, allowing 
and allocating costs, or setting rates of profit return? These questions lie at 
the heart of the new technical and contractual patterns of relationships which 
must evolve if these new weapons systems are to be produced promptly and 
efficiently, and with the maximum incentive under the profit-motivated free 
enterprise System. 

The prime contractor or team leader must have technical competence in depth, 
and in such widely varied fields as aeronautics, electronics, propulsion, hy- 
draulics, metallurgy, astronautics, chemistry, physics, or mechanics—just to 
name a few. Its personnel must understand, supervise, and coordinate research 
and development activities being carried on simultaneously in many places. 
Thus scientific administration, appraisal, and decision are “products” purchased 
by the armed services, because the Government cannot itself supply the man- 
power or facilities to perform these functions. 

Similarly, the prime contractor or team leader must plan and supervise the 
acquisition of facilities, test sites, and test equipment. It programs procure 
ment and the flow of materials, and expedites the development or production of 
critical components and materials. It creates and maintains budgets and cash 
flow requirements, and performs hundreds of other tasks of general leadership 
and planning. It must sell and keep sold the project as a whole, and be quick 
to change or adapt it to new knowledge or new requirements. In short, it must 
perform all of the skills of management and leadership—commanding here, 
cajoling there, but everywhere keeping the job going. 

More and more it is being found and recognized that a corporation which has 
achieved efficiently within itself a relatively high degree of integration is most 
apt to be able to fulfill the manifold and complex requirements of prime respon- 
sibillity for a weapons system. This is because such a company is really only 
extending the functions it already performs and the techniques it has already 
learned. It knows at firsthand the problems of research, of engineering and 
development, of type-testing, of production engineering and large-scale produc 
tion, of installation, of servicing and of training operators. It has a developed 
ability to plan, to organize, to sell, and to finance. 


2 Assistant to Raytheon President Charles F. Adams since 1947. Author Leathem was 
once a practicing New York lawyer, has given talks on procurement policy and procedures 
at both the Industrial College of the Armed Forces and the Army Supply Management 
School. A World War II Navy commander (whose duty was to assist the technical bureaus 
in handling their procurement problems), he is also a member (since 1950) of the National 
Security Industrial Association’s Procurement Advisory Committee. 
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To the extent that such a company can or does perform parts of the designing 
and production of the weapons system with its own personnel and in its own 
jants, it accepts production risks in addition to its obligation to manage. Thus 
the integrated producer is selling two products—management and hardware. 

Finally, such a prime contractor or team leader must know how to purchase, 
to educate and train vendors and suppliers, and to expedite their performance. 
No matter how integrated it may be, the chances are that the weapons system 
contractor will procure, directly or indirectly, several hundreds or thousands of 
parts, materials, components, and subassemblies before its job is done. Of 
course, this is the real place for small business in this kind of defense work, 
and the Government and industry alike should seek out and encourage their 
participation. This is a third “product’”—procurement leadership and responsi- 
pility—which the armed services order from their prime contractors or team 
jeaders. 

PROFIT PARADOX 


Much more could be said to analyze and break down the functions and respon- 
sibilities of the integrated industrial weapons system contractors, but this should 
be enough to show that where these contractors are selling and what the armed 
services are buying may vary all the way from management alone to complete 
design, manufacture, and fabrication. There are hundreds of gradations be- 
tween these two extremes. ‘ 

The reward (or profit) of the contractor, therefore, should be based upon the 
nature and quantity of these products, or responsibilities, it is undertaking and 
what each is worth. Unfortunately, this is not the case. Profit allowances are 
as stratified for such a contractor, depending upon the basic type of contract em- 
ployed, as they are for supplying a routine replacement of an obsolete radar or a 
wornout tank. Contract clauses are rigidly fixed by Department of Defense and 
departmental regulations, procedures, and instruction which leave little, if any, 
room for adapting contractual terms to the special needs of the weapons system 
to be achieved. 

Several of the established policies and practices of the Government tend to 
penalize the very elements of integration: which are necessary to enable a con- 
tractor to undertake weapons system responsibility. Whether or not these 
policies were ever right or justified, it is certainly appropriate now to reexamine 
afew of them and to ask whether their continuance is justified, or their appli- 
cation to a weapons system contractor is equitable. 


PENALTIES OF SUBCONTRACTING 


Many Government negotiators have long had the concept that the more sub- 
contracting a prime contractor does, the less risk it assumes, and hence the less 
profit allowance it should receive. This has been applied net only in fixing 
profits on fixed price types of contracts, but also in setting rates of fees on cost 
reimbursement contracts. The principle was stated officially in 1948 in Navy 
Procurement Instructions, and is implicit in section 3—808.5 of the Armed Serv- 
ices Procurement Regulation. Perhaps its most spectacular application was by, 
the Renegotiation Board in its decision in the Boeing case (now being appealed 
by that company), in which very large refunds were demanded in renegotiation 
specifically because of the large volume of subcontracting by Boeing in the year 
under review. 

On the other hand, military contracts must include a clause under which 
contractors agree to place subcontracts with small business as much as possible. 
It is the declared policy of Congress, and of each of the services, that small 
business should participate as widely as possible in defense contracting. Thus 
the military’s pricing policy is expressly opposite to the Government’s procure- 
ment policy. 

Even more relevant, however, to this subject is the fact that the whole con- 
cept of placing weapons systems responsibility in a single company is wholly 
dependent upon its agreement and willingness to place major subcontracts, and 
to supervise and coordinate their performance. The Government by this prac- 
tice is shifting the whole risk from its shoulders to the contractor, and the 
latter’s “contribution” must become greater if it succeeds at all. It is, therefore, 
wholly inconsistent to penalize the contractor by reducing allowable profit be- 
cause it performs the very service being purchased. 
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WHY NOT INTERDIVISIONAL PROFITS? 


Another fetish among Government negotiators is that a contractor ghouig 
never be allowed a “profit on a profit.” In other words, work performed in ope 
profit and loss center of a company should not be transferred to another gne) 
center bearing a profit in addition to that earned by the center having primary 
responsibility for contract performance. 

Companies which are integrated and which are large enough to undertake 
weapons system responsibility will, in almost every case, have established diyj. 
sions, or geographical units, or both, to which are delegated responsibilities tp 
operate efficiently and at a profit as a unit. Work performed by one of thege 
must earn it a profit, whether it is being delivered to another unit of the same 
company or to a wholly unaffiliated customer. 

Conversely, the buying unit would pay a price (including a profit) to an out. 
side supplier of the product or service, which the Government would allow as 
a cost without question. Why, then, should an internal unit supplying the prod. 
uct or service fare any worse? Adequate safeguards can be established to as. 
sure that the selling unit’s prices are competitive, or that its costs and profit 
return are reasonable. To adopt any other policy is to penalize the very degree 
of integration which the Government seeks in choosing a weapons system 
eontractor. 

“Profit upon a profit” is just a catchphrase implying culpability, but is wholly 
without validity. Every purchase that is made by an individual or by a corpo 
ration is at a price which probably includes a profit on many profits. That is 
our fundamental economic system, and is nothing of which to be ashamed, 

The only valid questions are (1) is the total price competitive, or if no basis 
for such a finding exists, then (2) are the aggregate costs reasonable, and (3) 
is the total profit of the contractor, however and wherever derived, equitable 
and compensatory for the services to be rendered, work to be performed and 
responsibility to be assumed. Interdivisional or other intracompany trans 
actions should not be penalized if integration is an attribute being purchased, 


COST OF LEADERSHIP 


Achievement of integration to the extent which makes possible the acceptance 
of weapons system responsibility almost inevitably requires the corporation to 
have become large and financially strong. This means that it will probably have 
outstanding several kinds of securities, stocks and other obligations. Under 
Government contracts, however, it will not be allowed to recover several kinds 
of costs which is must incur to retain its capitalization and its very existence 
Examples are costs of reorganization, of issuing additional stocks or bonds, of 
registering on security exchanges, of local taxes on security issues, of stock- 
holder and financial relations, and of institutional and financial advertising. 

The integrated weapons system contractor must be able to finance vastly 
larger amounts of working capital requirements. As weapons grow more con- 
plex, lead times between conception and production increase, and all kinds of 
expenses tend to find their way into inventories instead of into billings. The 
Government must retain its right to terminate such contracts unilaterally and 
at its sole convenience, but this very necessity means that the financing of work- 
ing capital needs usually must be by short-term borrowings rather than issues 
of equity stocks. The interest costs of such borrowings continue to be unallow- 
able costs under Government contracts, but the integration being sought in 
weapons system contractors creates the need for the greatest volume of such 
loans. 

To summarize, these and other Government pricing and cost disallowance 
policies are tending to impede or discourage the degree of integration that is 
needed in contractors able and willing to undertake weapons system Trespol- 
sibilities. If America’s defense industry is to remain strong, and if it is to 
operate within the framework of our traditional free enterprise system, then 
these policies and practices should be reevaluated, and revised to encourage 
strength rather than to sap our resources. 

The key is profit—an understanding of profit, the uses of profit, the essel- 
tiality of profit, and for what profit is paid. Technical leadership is worth @ 
profit; management is worth a profit; production is worth a profit; procure 
ment skill is worth a profit; assembly and test are worth a profit. Bach ar 
different profits, and no one can take the place of all, or of another. If this 
concept is understood and equitably applied in Government procurement, Gov 
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ernment prime contractors will no longer have to continue their role as second- 
class industrial citizens, rewarded at substantially less returns than their com- 


rcial compatriots. 
= APPENDIX VII 


“WHY SUBCONTRACTORS RUN INTO TROUBLE,” BY DAVID FROMSON, 
SECRETARY, COUNSEL AND DIRECTOR, GREER HYDRAULICS, INC. 
(ARMED FORCES MANAGEMENT, DECEMBER 1958) 


Wuy Susconrractrors Run Into TROUBLE 
(By David Fromson, secretary, counsel, and director,’ Greer Hydraulics, Inc.) 


The matter of industry-Government relations is “as important as any other 
group of problems facing industry today,” says Mr. Ralph J. Cordiner, president 
of General Electric. He continues: “Defense requires the marshaling of the 
full range of American enterprise * * *. As a practical matter, this usually 
means that large, technically qualified companies must assume primary re- 
sponsibility for taking on the hard, unsolved problems of military technology, 
as well as for the handling of the overall coordination of complex projects.” 

Any understanding of the subcontractor relationship would indeed be incom- 
plete were there not an acknowledgment and understanding of the weapons 
system concept as first announced by the Air Force in 1952 and crystallized in 
AFR No. 70.9. 

Initially, subcontractors accepted this doctrine with reluctance. This appre- 
hension is understandable. Prior to the weapons concept, the prime, on a 
major project, might have under him 3 or 4 basic subcontractors, each issuing 
subcontracts in turn. Under the weapons concept, the tendency is to give the 
prime power to issue direct subcontracts to 15 to 20 subcontractors. Current 
procurements usually cover projects which are developmental in nature and lack 
previous valid points of comparison for price evaluating. Therefore, tendency is 
to use redetermination to safeguard the interests of the weapons system man- 
ager. Auditing cost schedules and negotiating prices with a larger number of 
first tier subcontractors has worked a financial hardship on many companies. 
This results from overwhelming administrative burden on the weapons manager. 
Adequate audit personnel must be a prime requisite to cut otherwise pro- 
tracted delay. 

The Government viewpoint is well known. That prime contractors have 
complied with this obligation may be found in recent studies—of each procure- 
ment dollar given to the prime contractor, 40 percent is subcontracted. 

When, under Government contract, legal differences arise between prime and 
subcontractor, we meet one of the first subcontractor problems. Will Federal or 
State law control in adjudicating his differences? On the one hand, the Supreme 
Court says that “any matter involving the Government’s purse is to be governed 
by Federal law.’’ Nevertheless, there are some decisions holding that State law 
applies. Most opinion seems to be in favor of Federal law. A possible reason 
for this weight of opinion is the realization that in the final analysis, the Gov- 
ernment is the real party in interest who receives and pays for the work. 

We know, of course, that the United States cannot be sued without its con- 
sent. By special legislation, such as the Tucker Act and the Contract Settle- 
ment Act, the subcontractor will be allowed to enter suit against the Govern- 
ment even though no privity of contract exists. As a general matter, however, 
the subcontractor has no direct contractual relief from the Government. This 
was not always the case. At one time the theory prevailed that the subcon- 
tractor’s contract with the prime was for the benefit of the Government and that 
if the prime defaulted or received full payment, the subcontractor could collect 
from the Government. 

This, and other doctrines now are only of historical interest. Generally 
Speaking, based on rulings of General Services Administration, General Ac- 
counting Office, Comptroller General and Court of Claims, the subcontractor will 
Saeed no relief directly from the Government unless contractual privity 
exists, 





1Mr. Fromson has supervised contracts administration for Greer Hydraulics, Inc., and 
also served as chairman of the special tasks committee of the National Security Industrial 
Association’s Procurement Advisory Committee. This article is based on a presentation 
he made as chairman of that committee before industry/Air Force representatives at 
Wright-Patterson AFB, Ohio, recently. 








536 MILITARY PROCUREMENT 


Prime contractor responsibilities are well defined under the weapons concept 
But the term “subcontract” has a wider meaning under Government procure. 
ment than under common law. Under procurement regulations, the subeop. 
tractor is defined as “one who undertakes a portion of the work for which ap. 
other contractor has obligated himself.” 

The subcontractor is, in the public mind, associated with small business, ang 
the impact of the Small Business Act has emphasized the need to use small busi. 
ness skills and services. The DOD has directed prime contractors with prime 
contracts Over $1 million to set up appropriate small business Subcontracting 
programs. This is a continuing effort and real progress has been made. 

While the Government encourages the broadest subcontracting coverage, 
there remains a need to revise certain contractual clauses imposed upon gyp- 
contractors. With fixed price contracts, exposure to these mandatory clauses 
by the subcontractor is reduced to a minimum and the prime contractor has 
substantial subcontracting flexibility. Each of the services, however, invokes 
substantial control under cost-reimbursable prime contracts. In such cases, the 
subcontractor, although enjoying no privity of contract with the Government, is 
obliged to accept restrictive clauses. 

No uniform pattern exists among the services in connection with this overa}j 
control. In the Air Force, the prime contractor with a fixed-price contract ean 
subcontract on his own terms, subject only to Air Force approving his subcon- 
tractor as a bona fide supply source. In Army fixed-price contracts, the prime 
is given complete subcontracting freedom, and need not secure subcontractor ap. 
proval even when the prime contract contains a price redetermination provision. 

In the Navy, there is minimum subcontracting supervision. Prior to award, 
the contracting officer and prime determine how much subcontracting is required 
and write into the contract specific subcontract provisions. It is apparent that 
there is a need for unified Government attitude as to overall subcontracting 
control. 

There does exist a common thread through the entire subcontract fabrie, 
regardless of agency or service involved. In all cost reimbursable contracts, 
the cognizant audit agency can investigate both the prime and his subcontractors, 
The survey includes management techniques and capabilities. For the average 
small businessman, it is costly and inconvenient to receive the audit team or to 
comply with the auditor demands, which often appear unnecessary and costly. 
It should suffice for the subcontractor to submit to his prime, under a certified 
public accountant, his cost systems and managerial skill information. 

All prime fixed price and cost reimbursement contracts now require a stand- 
ard termination article. But the prime is not required to hand this down to 
his subcontractor. As a matter of practice, it is a rare subcontract which does 
not include the standard termination article. When the prime is terminated, 
it is his responsibility to promptly notify the subcontractor. 

The subcontractor is particularly vulnerable if the prime is declared bankrupt. 
Such subcontractors are generally without statutory protection. There is no 
direct obligation upon the Government to settle directly with subcontractors. 
Under the Contract Settlement Act, the Government has power, but no obligation, 
to pay the subcontractor and this is so where the prime has been terminated or 
having completed the contract, failed to pay the subcontractor. However, 
unless the Government assumes this liability, the subcontractor is without relief. 
There is an urgent need for specific legislation authorizing the Government to 
pay the subcontractor who has fully performed but who has not been paid 
by the prime. 

The standard “disputes clause” under ASPR, is a mandatory provision. There 
is no requirement that this be extended to subcontracts. As a result, the sub 
contractor has no direct appeal to the contracting officer in the event of a 
difference with his prime. At the option of the subcontractor, this right should 
be granted. In some cases, the prime may interpose a request for relief on 
behalf of the subcontractor, but this places the subcontractor in a position of 
requesting a favor rather than receiving a right. There is policy opinion that 
the contracting officer may intervene when the Government is financially in 
terested, but there is no requirement that he do so. 

It is axiomatic that timely delivery is an essential to efficient procurement. 
In emergencies, time may be vital, and delay irreparable. Where delays arise 
beyond the control of Government or prime contractor or his subcontractor, it 
must be assumed as a calculated risk of doing business. But attention must be 
paid to those delays caused by administrative processing of contractural instru 
ments or by provisions contained in the contract. 
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The original premise is that any delay is costly. Aside from other conse- 
quences, these costs will be paid by the Government, directly or indirectly. 
Where the delay is traced to the Government or the prime, the resultant chain 
reaction hurts the subcontractor. It is, therefore, necessary to reduce delays 
at all points. 

Delays creating additional costs and inconvenience may be found in a number 
of areas—for example, the extended 4- to 8-week period before the prime is advised 
in writing that the contract has been executed. In the interim period, the prime 
and his sub must determine whether to hold their labor personnel, schedule 
production, or order components, for when they do any of these things, it is at 
their own peril. The Government position is that until the agreement has been 
executed by the contracting officer, the Government is not bound. 

We also find serious delays in Government procurement in pricing and pro- 
yisioning of tools and spares. Contractors find serious delays and excess expense 
resulting from current administrative procedures necessary to receive an 
approved spare parts list. It is often impossible to schedule spare parts produc- 
tion economically since it is impossible to preserve production continuity. It is 
a dificult task to convince the contracting officer that original estimates en- 
yisioned production continuity while subsequent manufacture involves multiple 
setups, shifts in personnel, and related factors. 

One broad area for continuous delay is in contractor or subcontractor inability 
to secure prompt specification change confirmations. Once again, the supplier 
must take a calculated risk. The dynamics of the procurement function in- 
herently calls for the use of change orders. But there is an urgent need to 
reform current procedures, eliminating unreasonable delays in completing such 
change orders. 

A further area of delay traceable to Government action or inaction will be 
found in the attempt to utilize Government-furnished facilities or property. As 
a practical matter, the contractor must confine use of the equipment to Govern- 
ment orders and cannot use it for commercial work except with the contracting 
oficer’s approval. Without this approval where rental is paid, such leasing costs 
are generally higher than commercial sources. If Government-furnished prop- 
erty is to improve efficiency in production and reduce costs to the Government, 
there must be a radical change in facility contract requirements. 

Fixed price supply contracts must include a standard default clause, For 
the cost reimbursement supply contracts there is no uniform or required default 
clause—the subject is treated under the termination and/or excusable delays 
article. In the standard default clause, a distinction exists between failure to 
make delivery of supplies, whether such failure endangers performance of the 
contract and whether or not the failure is pertinent to delivery or performance. 
If default is due to the first cause, the Government must give 10 days notice 
to the contractor. Also, the nature of the default determines whether or not the 
Government is justified in terminating the contract. 

Regardless of contract type, the defaulting contractor is excused if the cause 
of the delay is beyond his control and without his fault or negligence. In fixed 
price supply contracts the Government may terminate for default (as distin- 
guished from termination for convenience). But in such case, the contractor 
is liable for excess reprocurement costs. In the cost reimbursement contract, the 
Government may terminate for default only where the contractor is negligent. 

The default clause will relieve prime contractors from liability for excess 
costs if the fault is traced to the subcontractor. As a result of this, a sub- 
contractor default generally excuses the prime from liability from termination 
for default. However, the reverse is not true. Where the prime defaults, the 
subcontractor is without direct relief from the Government. 

Before concluding, it must be said that no appraisal of the delay factor would 
be complete without emphatic reference to the need for adequate industry con- 
tract administration. Most assuredly, the absence of adequate technicians 
trained in this relatively new specialty within management has compounded 
the problems. There is an urgent need, through educational and training 
process, to improve the awareness, appreciation and understanding within 
industry, of the importance of sound contract administration. In some measure, 
industry must share responsibility for imperfect implementation of the Gov- 
ernment contract. 

A solution must and will be found for these serious and costly delay problems 
affecting Government procurement. This will necessitate the highest degree of 
constructive and consistent Government-industry liaison. Through such joint 
effort will there be achieved the best national defense at minimum cost. 
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APPENDIX VIII 


“THE WSPO CONCEPT: SPACE AGE PROCUREMENT” (ARMED FORCEs 
MANAGEMENT, FEBRUARY 1959) 


Tue WSPO Concept: SPACE AGE PROCUREMENT 


Air Force has high hopes for its weapon system concept, and hag 
already begun a series of sweeping changes in its relations with indus. 
try. This is how the setup looks. 


In its headlong rush into the future (a rush triggered and led by military 
projects), the United States is assembling a wide array of satellites, missiles ang 
other new equipment, each one more remarkable and vastly more complicated 
than its predecessor. 

Little noted behind this barrage of headiine-making hardware, but in a senge 
a great deal more important, has been the just-as-rapid change in the way this 
hardware is built. In hardware procurement and support operations, a new 
language has evolved. Among the new words: weapon system and weapon gyg. 
tem integration, subsystem, complexity, reliability, subcontractor, single map- 
ager—words a military man rarely mentioned less than a decade ago. 

The words are reference tags to an idea so rapidly developing that even among 
its primary backers, the Air Force, its full implications are, to a large extent, 
still hardly realized. It’s called, variously, single prime contractor concept 
or category I procurement. 

It means dovetailing, or integrating according to a plan, various lines of 
development to achieve a self-sufficient instrument of combat—a weapon system, 
of the most advanced equipment at the earliest possible date at minimum cost, 
Certainly, this goal is not new, except possibly for the name. What is new is 
the unprecedented responsibility now delegated to industry by military procure. 
ment agencies. 

Product of several years of brain-twisting thought and several months of 
internal Air Force selling, it amounts, in effect, to hiring a prime contractor to 
do 100 percent of weapon system management from research to production, 

The concept developed fastest in the Air Force because the Air Force ran into 
the problems first and fastest. Within the coming year, it may invade the entire 
military system. (It already has in some cases, such as the fleet ballistic mis- 
sile program and, to some extent, the Army’s Sergeant and Pershing missiles.) 

Back in the ancient days of World War II, new weapon procurement methods 
were comparatively simple. Built to military specifications, components were 
GFAE-bought (see “The Language”) and the Air Force, essentially, just 
hired a company to put them together. But in marrying components, the sys- 
tem tended to get out of hand. For instance, a powerplant might need a bigger 
generator than its intended airframe could handle. This meant a bigger air- 
frame, which, in turn, meant a bigger powerplant to pull it. Without strict, 
but costly, and time-consuming controls, the process became never-ending. Com- 
ponent builders tended to lose sight of the ultimate weapon goal, tried instead to 
build the best piece of the puzzle. The result often was not a clean fit. 

(Some Pentagon wags maintain this was how the fighter-bomber evolved. It 
started out to be a fighter, was almost a bomber before the system caught up 
to it and blew the whistle. ) 

With the coming of the B-58, configuration demands, the complexity of 
blending various systems, became so great, that the weapon system develop 
ment concept was born. Its goal: to drag the last bit of contractor know-how 
into design, maximize use of state of the art. 

Not counting several hundred minor equipment suppliers, over 5,000 engi- 
neers at Convair and among its subsystem vendors took the first step into the 
new system in working on the “Hustler.” The result, says the Air Force, was 
a weapon that would not have been possible under the old procurement 
operation. 

Even at that, the concept was at a comparative crawl when the B-58 was 
being assembled. Today, its procedures are more formalized. It has learned 
how to walk. And even though it has not yet started to run, its impact has 
been impressive. The concept has forced a shakeup in top management of 
entire companies; forced big business to take a closer and more objective look 
at its subcontract suppliers. 
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To quote the president (J. L. Atwood) of North American Aviation, Inc., 
gbich is prime on the first two major systems—the B-—70 and the F-108—being 
puilt full-fledged under the concept : ; 

“Most defense contractors, ourselves included, have at one time or another 
complained about some aspect of governmental procurement practices, usually 
with the implication that private enterprise could and would do it better if 

ven the chance. Now we have the chance and it is important for many reasons 
that we live up to our claims.” 

His prediction on the B-70: It “will probably represent the greatest coordi- 
nated weapon system effort in the history of our industry.” 

Although the concept will become increasingly important in all military sup- 

operations, its first critical impact has been in letting contracts. The 
process is, basically, two-step. 


1. PICKING THE PRIME CONTRACTOR 


Air Force starts shopping for a weapon system by letting minor feasibility 
study contracts. If the study results are promising, AF invites the most likely 
prime contractors to present their concept of the weapon, subsystems, support 
equipment, possible special facilities required for test or construction, subcon- 
tractor structure—in essence, their total management plan for delivering the 
entire system. (Deciding what contenders to invite is not too tough. Weapon 
gystem projects are multimillion dollar efforts. The number of companies which 
wuld handle such projects in this country amounts to a comparative handful.) 

Then AF invokes what they call a source selection procedure, compre- 
pensive product of 2 years work. An AF evaluation group of approximately 
to 80 persons, varied depending on weapon system complexity, performs a merit 
rating on the various elements (concept, company management, capability to 
produce, subcontract structure in general terms, ete.) in each contender’s plan. 
Group personne! come from Air Materiel Command (4%), Air Research and 
Development Command (14), weapon using commands (%4), and if occasion 
requires, one or two men from USAF headquarters (Deputy Chiefs of staff, 
Materiel and Development offices)—and possibly a man from some other con- 
cerned Government agency such as the Atomic Energy Commission. 

After a 2- to 3-week study either at AMC or contractor sites, the group sub- 
nits its findings to a source selection board. Source selection board, using pre- 
weighted values for each factor (values not disclosed to the evaluation group), 
recommends to the commander AMC, ARDC, and the using command, a prime or 
primes. Hach commander forwards his selection to the Air Force Chief of Staff 
with his own comments and USAF picks the prime—although its decision usually 
involves Defense Department and Congress because of weapon system dollar 
cost and importance. 

2. SETTING UP SUBCONTRACTS 


At this point, the process begins to fan out. The prime or primes are asked 
to submit specific subcontract structures for approval, for all subsystem pro- 
grams that exceed $20 million each. Picking firms for subsystems costing less 
than $20 million is left up to the Air Force plant representative (AFPR) at 
the prime’s plant to approve. 

A subcontract review panel for these contracts over $20 million (made up 
of key people at AMC’s aeronautical systems center concerned with subselection) 
evaluates company reliability, facilities, past experience with the firm (all the 
normal business criteria) as well as technical know-how—in essence what the 
AF did in picking the prime. 

Although WSPO reviews subcontract structure before prime selection is made, 
a subcontract advisory panel was set up to nail down specific subs in post-prime 
award. Itis not a permanent body, there is a new one set up for each new weapon 
system. There were several reasons for the panel. The minor ones: 

1, Aeronautical Systems Center (the procurement branch of AMC headquar- 
ters) wanted to prove people in Dayton were qualified, but did not want review 
farmed all the way into the Pentagon. 

2. The panel would provide a broader base of knowledge than WSPO, h~ it- 
self, could assemble. 

The major one: 

On the F-108 and B-70, the Air Force was getting the prime contractor into 
areas where he had really not done much procurement before. To protect the 
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government, insure that the prime had done an unbiased evaluation and had 
rn a fair contest to pick the best source, ASC felt it needed to go to a formal 
procedure in reviewing subcontract structure. ; ace : 

In setting up the panel, it provided North American with information on who 
were the leaders in state of the art so he would stick here, also make sure he 
took advantage of Air Force technical developments. 

So far technical evaluation has not been the prime reason for a change re- 
quest. The AF is relying on NA technical capability to insure subs don t come 
up with some bad design. AFPR has authority for technical evaluation and 
accompanies contractor to the panel when AFPR is satisfied the contractor has 
done a proper selection and evaluation job on a technical basis. Panel looks 
at the more substantive aspects of proposal, sits in a position of concurring with 
the structure. If panel does not agree, contractor finds another source—but 

elists must have a good reason for disagreeing. Without one, contractor has 
enough authority, under the concept, to make his proposal stick. 


WEAPON SYSTEM PROJECT OFFICE 


The WSPO (pronounced Whis-Po) is the focal point for all phases of the life 
eycle of a weapon system and is set up prior to the selection of the prime con- 
tractor. Although ASC has set up WSPO for all major Air Force weapon sys- 
tems and they all are organized pretty much alike, two (those for the F—108 in- 
terceptor and the B—70 chemical bomber) can give the best picture of how the 
WSPO fits into the concept from start to finish. Others were adapted to the 
weapon system concept, or created for some weapons already near the end of 
their life cycle (when the WSPO job is nearly complete), others were well into 
production, and most were well into advanced development. 

' Since all WSPO’s are pretty much alike organizationally, varying only as the 
wiqueness of the weapons system itself varies, an analysis of the F—108 WSPO 
will give a fairly clear idea of the larger-size problems and procedures. 

General operational requirements for a given weapon system are set by the 
Air Staff. The WSPO is executive manager for the weapon, sees that the 
requirements are met and the system developed according to a preset time 
schedule. This is not quite as simple as it might sound. 

The F-108 WSPO, as AF nerve center for their particular weapon system, 
became embroiled in F-108 problems almost before the office door was open. 

USAF had picked North American the prime, awarded the propulsion system 
to General Electric. They also told North American to subcontract to Hughes 
Aircraft for the fire control system and the GAR-9 (an advanced, longer, and 
larger, Falcon) missile—a move they do not like to make ordinarily because 
it limits the prime’s freedom. 

It was not an arbitrary decision, however, but resulted from the F-108 WSPO 
team’s evaluation of all known fire control systems (ARDC lab people did the 
technical evaluation, ASC handled the business aspects). In essence, they did 
the prime’s job for him. 

The WSPO then sent a letter to North American and Hughes setting policy 
on how they would do the subcontracting. (AF retained the right to veto prime’s 
choices, however—a move no longer necessary now that the new make-or-buy 
policy will become a part of all contracts.) After WSPO was moving fairly well, 
it set nine critical systems (missile, fire control system, secondary power, envi- 
ronmental control system, et al.) on which they wanted to approve specifications 
prime would send out for bid. (On the B—70 there are five such critical systems. ) 

Reason : they wanted to make sure AF needs were being considered in the speci- 
fications. They also listed landing gear, missile propulsion, air induction control 
and some others, noncritical, which the AF wanted to check anyway. On these 
however, the AFPR was allowed to make the determination. 

As noted before, since the WSPO was now North American’s contact with the 
Air Force, it was the WSPO which took North American’s subcontract structure 
to the subcontract review panel, on which it has one vote, for approval. 

Prime (North American, in this case) prepared a master schedule (so de- 
tailed it even recommended the type of base installations, ete., needed for the 
weapon) based on the Air Force target date. Program progress reports are set 
up at the WSPO, at the prime, among all the subcontractors, are updated each 
month to keep all elements aware of progress. 

The WSPO job: integrate the total AF weapon system program, administer 
the AF contract, maintain technical and production surveillance over the weapon 
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system contract, fund and coordinate all subsystems and GFE to fit into the Over 

all operational system at planned target date, phase AF testers into Picture 

the proper time. « 
AIR FORCE STAYS OUT 


Here again, when actual work begins, just as in setting up the Subcontract 
structure, the Air Force, to make its challenge stick, must stay out of the Dic | 
ture as much as possible. WSPO men say contractor developed materia} Dro. 
cedures have been a lifesaver here. CDM procedures mean the WSPO lists | 
certain material and equipment needing their approval to change. Op the | 
others, contractor may make his own decision, just provides AF with datg on 
what he has done. 

Although staffed by both ASC and ARDC, executive control of the WSPQ jt | 
self starts under ARDC. It shifts, however, to ASC when the AF starts buying | 
for inventory. 

In essence, on the F-108, the Air Defense Command wrote the “How-we-ywij. 
use-it” plan, ARDC will develop it, the AMC air materiel areas must progran 
to back it up and the WSPO will see that the program stays in balance ang 
on schedule. 


WHAT ARE THE PROBLEMS? 


The weapon system concept, although several years building, really jumped 
into public view only last year. It is still nagged by criticism. Unfortunately 
the bulk of the harping is unjustified. The only real experts on the operation 
are a comparative handful of men in AMC and a few big companies (chiefly 
North American and Convair). Here is a consensus of their answers to the 
most asked questions : 


What does industry think of it? 


Contrary to what some headlines might make you think, there have been few | 
complaints. The mark of industry acceptance is that they are copying the 
system. Of course, they are adopting it because it is becoming more and mor 
the Ai’ Force way of doing business. There is a feeling in the military that 
U.S. iniustry has enough integrity, that it would fight the idea if it thonght 
it was bad. 


Does the Air Force believe this is the ultimate? 


The WSPO, across the board, is not a final setup but only a beginning. The | 
immediate problem is to replace the corps concept which exists today, even in 
the Air Force. The idea is to make the weapon system the hub of the whed 
and funnel support efforts into it—not, as in the corps concept, tear the weapon 
apart and assign an element here and there, to be reassembled later. In other 
words, make the weapons, and not the organizational elements which support | 
them, the focal point of operations. Air Materiel Areas complain they are given | 
the program when they can no longer do anything about the decisions. Why | 
aren’t they delegated the responsibility? 

Air Force can’t, in the present stage of WSPO evolution, become too de 
centralized. The technical capability required, and available, at command 
headquarters, is lacking in the field. 


AL CT 


Weapon schedules are still missed. How come? 


Reason a WSPO fails in a schedule, more often than not, is that it has tok 
tailored to fit Defense Department policy and programs (and from them the 
funding). Most of the time when a WSPO is clobbered, it was not their fault 


Why review subcontract structure twice—once before prime award is made, one 
after? 

To be sure as possible of an objective company evaluation for one thing. Als, 
Air Force doesn’t intend for prime to marry himself to subcontracts in presenting 
initial management plan, wants him to shake down possible subcontractors 
advantages as much as possible, even after prime award is made. Of course, 
they talk in terms of subcontracts in the first go-round, and some companies 
identify themselves with subcontracts more than others—but the prime is nd 
committed to these once he’s picked. (Some primes don’t even want subcontract 
on their final proposal announced until prime has a firm contract. They watt 
to keep the bargaining position open to get possibly a better one.) 
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Why review only programs over $20 million? 


Air Force picked the figure on a trial basis; will probably adjust it as they 

more experience. The objective, whatever the figure: give subcontractors 

greatest possible freedom but still allow the Air Force control of the overall 
program they think they need. 


fos Air Force ever contracted for a major weapon system entirely under cate- 
gory I? 

No, for technical reasons. For instance, conventional engines and jets are still 
GFAE because engine development is almost as great a problem as developing 
the weapon itself. It’s conceivable, when science gets further into solid pro- 
pellants, etc., where propulsion is an integral part of the airframe, that this 
will change. 


Why does the Air Force usually “suggest” rather than require that prime make 
changes from time to time? 

Under his new buying concept, the Air Force is, in effect, hiring the prime to 
perform total technical integration and procurement of most of the equipment 
and facilities he needs. Air Force is reluctant to order a change in his structure 
pecause it amounts to delegating responsibility, withholding authority,. gives the 
prime a chance to blame the Air Force if the program flops. 


Where does the new make-or-buy policy, published in January, fit in all this? 

Make-or-buy policy will become part of every contract, mean subcontract struc- 
ture will have to be negotiated. Although it has worked well so far, review pro- 
cedure was little more than an informal agreement until now. Technically, only 
written control Air Force has had on what prime did was in use of Government 
facilities. 

Then, too, Air Force is trying to push the responsibility for backing small 
business down to the major subcontractor level where it belongs—by making 
the small business aspects a written part of the contract rather than the pro- 
notion campaign it has been in the past. 

There is another big reason. Air Force doesn’t want the prime to build new 
industry in his own shop when it already exists elsewhere—for the very simple 
and selfish reason that it slows up delivery, tends to produce inferior re- 
sults. 


Iwtthe WSPO a sort of two-headed monster? 


Not to the 40 or 50 people (adding up both sides of the fence) in the F-—108 
WSPO. Even though ARDC people run the show during development, ASC 
cohorts sign off on all the papers. In effect, at the working level, command 
identity tends to be lost and they work as a team. 


How does the WSPO decide when to stop developing and go into production? 
Actually they don’t. The Air Staff does. Long-lead-time items (as much as 
2years) often mean a gambling decision must be made; i.e., “Should we buy 
production when we are still virtually in the R. & D. phase?’ WSPO tells 
the Air Staff: “Production now means this weapon; waiting 3 months may mean 
this (better) weapon. Shall we wait or not?’ ‘Technical problems sometimes 
make the decisions, but funding is the usual criteria by which the Air Staff 
decides ; i.e., “Can we keep the program moving that extra 3 months?” 

Howdo Air Materiel areas phase into the picture? 

Maintenance and Supply offices in the WSPO ask during development, “Are 


| they building something we can maintain?” Keep the AMA’s informed so they 


(ai make plans and programs now, not start 2 years later when the weapon is 


dropped in their laps. 
What will this concept mean to industry? 


Agreat many things. It has already changed entire management structures, 
particularly among the primes. But it is not just a new, different way of buy- 
ig weapons. It is a requirement for successful progress in new Air Force 
Weapon development dictated by the changing nature of weapons and aircraft. 
industries that have recognized the change are reaping harvests. Those that 
haven’t, or won't, are complaining to Congress and/or dying on the vine. 
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Increased firepower, greater performance characteristics mean the Air Force 
does not need as many different kinds of weapons, in quantity, as it once did 
The B-52 will probably be the last “big production” item representing Major 
dollar investment (in some 600 aircraft). So there are fewer contractg jg 
This is making the market tighter in spite of rising military budget. Big eo, 
panies that once would not think of it are now going after subcontract ppg. 
ness because it still represents a large chunk of dollars. 


What do primes look at in evaluating subcontractors? 
The most successful ones check out pretty much the same things AMC’s Aen 


nautical Systems Center does. Industry is getting deeply into the source gelgg | 


tion procedure itself, now looking much more closely at sub’s cost structyp 
capability, management know-how. The result is that businesses which ap 
still in the market in a big way are baking the fat out of their operation and 
becoming more competitive. The ones that aren’t, and there are some surprig. 
ingly big ones, are labelling this whole process something else: “Freezing oy 
the competition.” 

How good an evaluation job are the primes doing? 

North American, with the most experience in this field, is probably the beg 
example. As with the Air Force, North American has done everything possible 
to cut down the subjective influence in evaluation. On the F—108, for instange 
even after they carefully prepared uniform space, NA still had to send ma 


out into the field to get new data because of the incompleteness of sub’s pm | 


posals—to “make sure they were comparing apples to apples.” Survey teams 
traveled over half a million miles, visited plants in 90 cities throughout the 
country. 


Why all this emphasis on evaluation? 


To quote the Air Force, “There just isn’t time to put up with hard-heade 
reluctance to maximize use of state-of-the-art knowledge, particularly in the 
subs. We haven’t the time or the money to invest in a technical buildup. The 
surest way for a company to cut its own throat in our market is underbid to 
get a contract, then overspend later building the capability. 

And from North American, “The success of the B-70 and F—108 weapon sys 
tems will depend to a large degree upon the capability and performance of 
the firms that are awarded responsibility for development of major systems, 
Therefore it is essential to us that the best qualified organizations be e- 
couraged to compete for this business and that our evaluation of design proposals 
and related capabilities be as thorough and objective as we can make it.” 


THE LANGUAGE 


Weapon system procurement is a vital part of the management concept. To 
understand the concept, there are some details you should know: 


THE ALPHABET 


Like all military agencies, weapon system people have their own peculiar 
letter language. There are two that crop up frequently... 

1. GFE—for Government-furnished equipment, i.e., items acquired directly 
by the Government and made available to the contractor. Air Force sometime 
throws an “A” into it (GFAE) to denote equipment furnished by the Air Fore 
to a contractor for inclusion in an air vehicle. 

2. CFE—for contractor-furnished equipment, ie., all items, except GFE, 
furnished by a contractor in performance of a contract. 


THE CATEGORIES 


Like the alphabet language, Air Force has a category phrase it hangs on the 
various methods of procuring materiel. There are four- 

Category 1 (CFE)—by contract between the weapon system contractor and 
the Air Force. 

Category 2 (associate contractor)—by contract between subsystem or equip 


ment manufacturers and the Air Force, utilizing performance-type specification | 
furnished by the weapon system contractor and approved by the Air Fore 


(Italic supplied to point up the key difference from category 1.) These items 
will be furnished to the weapon system contractor for inclusion in his weapol 
system or to Air Force commands for use on or with weapon systems. 
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Category 3 (GFAE)—by contract between subsystem, equipment, or com- 
ponent manufacturers and the Air Force, utilizing specifications prepared or 
approved by the Air Force. These items will be furnished to the weapon 
eystem contractor. 

"Category 4 (issue items)—by contract between subsystem, equipment or 
component manufacturers and the Air Force utilizing specifications prepared or 
approved by Air Force. These will be furnished to Air Force commands. 


THE SURVEYS 


Generally speaking, Air Materiel Command uses three types in its buying 
job, only one of which is directly concerned with contractor selection under the 
weapon system management concept. A survey of the surveys : 

1, Preaward or special source survey. Survey is done prior to letting a con- 
tract, in special areas the FCR’s do not ordinarily cover. (Facility capability 
reports, or FCR’s, are the normal way to handle the great bulk of AF procure- 
ment, are written by people in the field. AF feels FCR’s are, as a rule, a pretty 
good breakdown on most potential suppliers. Its chief gripe: Congress picks 
up and clobbers it with the exception resulting from an occasional mistake.) 

Examples: GE recently came up with a milling technique which it said, cut 
the cost to $3 for jet engine compressor blades. (They had previously ranged 
anywhere from $6 to $40 each.) Reason for the survey: GE was claiming some- 
thing other manufacturers said couldn’t be done: there are 1,000 of these blades 
ina J-85 engine and the Air Force buys about 300 engines a month. Survey 
result: GE was right and the Air Force was not buying a pig in a poke. 

9 Industrial survey. A post (contract) award effort which may result from 
cost overruns, schedule slippages. Team job: find out what is creating the prob- 
lems, recommend solutions. 

Team consists of people from such areas as management, engineering, quality 
control, cost analysis, exact texture depending on survey requirements. Al- 
though team size runs from a minimum of about 4 to as high as 30 people, 
latter is an exception. AMC tries to hold team size to from 12 to 15 y)ersons, 
feeling this is “ideal for survey of a major contractor.” Team can easily cud up 
looking at all aspects of a contractor’s operation, i.e. management structure, in- 
plant and subcontractor control, corporate structure, master planning and pro- 
gram control, manpower utilization, all phases of engineering, production, project 
andcontract administration. 

3. Source selection survey. This is the one concerned with weapon system 
operations, is undertaken during prime contractor selection and, with variations, 
when his subcontract structure is up for AF approval. “Triple S” teams rarely 
visit plants unless AF knowledge of contender is limited. 

Survey technique and services are available to other commands in the Air 
Force, have been used in picking uniform manufacturer for the Air Academy, 
etc, are now giving help to a three-man staff at the National Aeronautics and 
Space Administration where knowledge of such things is limited. 


APPENDIX IX 


DEFENSE DEPARTMENT EXPLAINS WEAPONS SYSTEM MANAGEMENT 
AND PROCUREMENT CONCEPT; ARMY, NAVY, AIR FORCE OUTLINE 
OPERATION OF CONCEPT IN EACH SERVICE (ARMY-NAVY-AIR 
FORCE JOURNAL, JUNE 27, 1959) 


In the field of military procurement, nothing in recent years has created as 
much misunderstanding, lack of understanding, and controversy as the so-called 
weapon System concept. 

What exactly is this concept and how do the three major military services 
utilize it 7 

Here is what the Defense Department has to say about the concept, together 
with discussions by each of the services to show how they manage various 
Weapons systems: 

DOD's explanation 


The weapons system concept is not restricted to contracting. It is a concept 
of total management of a weapons system both within the military departments 
and with respect to activities by contractors. 
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Total management of a weapons system involves planning, budgeting, research 
design, development, acquisition, storage, distribution, maintenance logistic, 
support, and training of personnel. 

The Defense Department recently undertook to formalize a definition of a 
weapons system. The latest draft was as follows: 

“The term ‘weapons system’ comprises facilities and equipment, in combinatiog 
or otherwise, which form an instrument of combat to be used by one or More of | 
the military departments.” 

The proposed definition is necessarily broad, as are all aspects of the Weapons 
system concept, because the outstanding feature of the concept is flexibility 
To fall within the weapons system concept, an instrument of combat is designate, 
as a weapons system at high levels of the military departments. Thus not all 
instruments of combat are weapons systems even though technically the defini. 
tion might be applicable. 

A pistol consists of equipment which forms an instrument of combat but it 
is doubtful that it would ever be designated as a weapons system or managed | 
under the weapons system concept. Clear examples of what may be designaje, | 
as Weapons systems are missiles, aircraft, and ships, which consist of vehicly 
or in some case massive facilities, guidance or navigational systems, compley 
electronic gear, armament, communications equipment, and which require Spe. 
cialized, varied, and integrated logistic support and training. 

An instrument of combat is designated as a weapon system and then manage/ 
under the weapons system concept, when a determination is made that existing 
organizational structures are not adequate to enable the military department j | 
develop and produce the weapons system and place it in operational use withiy 
the time required by strategic and logistical plans. The precise degree to whig 
existing organizational lines and normal procurement methods are disturbeg | 
depends upon many factors, including: 

1. Degree of complexity. 

2. Capability of available development and production agencies. 

3. Producibility. i 

4. Requirement for compatability. : 

5. Military urgency. 

Accordingly, the weapons system concept must be flexible, and almost any 
pattern may emerge, departing from normal procedures only to the extent neces 
sary. The range of patterns, in theory, may be from total management within | 
the military departments by a temporary organization set up for the specific 
purpose and cutting across all usual organizational lines, to setting up merely 
a coordinating element (which might even consist of designating an existing 
bureau, technical service, or command). On the industrial side, the pattem 
may range from contracting with an organization which will handle only tech 
nical direction and systems managership (or either) to hiring a single contractor 
for performance of research, development and production, as well as technical 
direction and systems management. In between these extremes are many pat 
terns of contracting with several prime contractors for the performance @| 
various phases of the total effort, while retaining technical direction and systems 
control within the military departments, or jointly by the military department 
and an outside organization. 

It must be emphasized that the weapons system concept is in an early stage 
of development and it may change drastically as experience is gained. However, 
it can be reduced to this simplicity: It is a method of producing and placing 
into operational use, the necessary advanced instruments of combat in the most 
suitable manner for each weapons system without regard to existing organim- | 
tion and functions of elements of the military departments. 


ARMY UTILIZES THREE APPROACHES 


In the opinion of the Army, the arsenal system is the basic system upon 
which it must plan for the design, development, and production of modem 
weaponry as it has for other things in the past. 

This system is the nucleus for industrial mobilization, retaining at arsenals 
pools of skilled manpower familiar with the design, development and producti 
of Army weapons. A particular commodity is assigned to a command or arsenal 
with responsibility for planning, direction, control and accomplishment of the 
commodity program. “Inhouse” facilities and talent may be used for all or part 


of design and development work or contracts may be made with outside sources | 


the Government retaining direction and control of the work. The commands # 
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arsenals approve such procurements and have technical supervision over result- 
contracts. 

The Army Ordnance Missile Command (AOMC) is responsible for its assigned 
weapons and associated equipment from the inception of the missile concept to 
the actual “flying of the bird.” The AOMC is the system manager and directs 
necessary actions to make the weapons system a functioning one and is responsi- 
ble for monitoring the entire complex, guaranteeing that time schedules are 
met and that all available resources are properly utilized. 

Under the weapons system concept, a single contractor may perform all de 
sign, development, production and procurement, or only a portion of such work. 
In any case, the Army must retain responsibility for establishing the need for 
the system, specifying military characteristics, controlling drawings and spec- 
ifications, conducting tests, providing specialized technical knowledge and guid- 
ance, as well as overall supervision and appraisal of progress by the contractor. 
The arsenals and test facilities train and maintain skilled technicians required 
toexercise this responsibility. 

In practice, the Army has sometimes used in-house facilities (arsenal system). 
Sometimes contractors have been used for design, development and production 
of a complete weapon, equipment or major components, subject to overall tech- 
nical control by the cognizant Army system manager. Finally, modifications and 
combinations of both have been used. The arsenals, however, are not used for 
quantity production work. 

The weapons system concept of procurement is used within its arsenal system 
of organization in three ways: Redstone and Jupiter: Army Ballistic Missile 
Agency carried the systems from initial concept through prototype manufactur- 
ing. Army scientific and engineering know-how was used concurrently with 
skills on industrial firms and educational institutions obtained by contract. A 
production contractor was selected to manufacture thereafter. 

Corporal, Sergeant, LaCrosse, Hawk, Plato, Nike-Ajax, Nike-Hercules, Nike- 
Zeus: A contract for the design, development and production of the entire sys- 
tem was awarded to a prime contractor and after Army completed concept and 
feasibility studies, established requirements and detailed essential miltar~ char- 
acteristics. Government personnel monitor the program and maintain -urveil- 
lance over contractor’s efforts, performed at his own plant or under his direc- 
tion at subcontractors. 

Pershing: Typifies an in-between approach. Tecnhical supervision and design 
control over the research and development effort of the prime contractor are 
maintained by AOMC. This is essentially an industry-Government team ap- 
proach, assuring coordinated use of special and peculiar talents of both. 
Quantity production will be entirely contractor’s responsibility. 


NAVY SAYS THERE IS “NO SET FORMULA” 


A critical need for rapid technical progress has resulted in a reevaluation of 
military procurement, with particular attention focused on leadtime required for 
the development and production of new weapons by the military departments. 
Much has been said recently regarding the military’s use of the weapons system 
concept in procurement. 

It has been apparent that a great deal of the disagreement exists in defining 
just what is meant by the so-called weapons system concept. 

A Navy weapons system is the combination of a weapon or a multiple of 
Weapons and the equipment employed to bring the destructive power of the 
weapon against the enemy. A Navy weapons system so defined includes: 

1. Detection, location, and identification units which fix and classify a target. 

2. Delivery units which launch, project, or carry a weapon to its target, and 

3. Control units which develop, compute, relay, or introduce data to a delivery 
unit or weapon to direct, control, or guide the weapon to the target. 

The operational requirements for and development characteristics of new 
weapons systems are formulated on a system basis and so designated at high 
operational levels in the Navy. 

Weapons systems and their various components may be purchased by ordinary 
procurement methods or they may be purchased under a weapons system con- 
tracting method which, in its purest form, gives a single prime contractor 
responsibility for the overall design, development, production, and performance 
reliability of the system. This pure concept is seldom if ever used undiluted. 
In actual practice, the Navy retains certain important management responsi- 
bilities and assigns to associate prime contractors other responsibilities. 
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As weapons become more complex, the problem of furnishing the yn 


manpower to administer weapons contracts becomes acute. The Navy jg Con. the ¥ 


stantly faced with the internal problem involving the availability of t 
scientific and engineering personnel to successfully administer a Particnlg | 
program. 

In buying complicated weapons, we have to make a decision on the me 
of procurement in each case, depending upon a number of considerations, These 
include the complexion of the weapon to be bought, the capabilities of the eq, 
tractors who might produce the weapon, the producibility of the weapon a8 4 
system, and, finally, the requirements for compatibility. 

Close analysis will determine if it is desirable to place complete Managemen 
responsibilities for the integrated weapons system with one contractor or jf We 
should retain our normal management responsibility in the program or if we 
should settle on a position somewhere between the two. In applying the systeny 
concept, it is becoming increasingly apparent that no set formula can be egtgh, 
lished for solving individual situations. 


INCLUDES ALL FACETS OF AF MANAGEMENT 


Weapon systems management is the Air Force terminology which includes qj 
facets of management effort to bring a combat weapon with its essential relatay 
equipment, materials, personnel, and skills to support, on a timely basis, th 
operational employment of the weapon. 

It may refer to the internal Air Force organization alone where all facets ot | 
the weapon systems are controlled internally, including procurement of majo 
components of the weapon which are procured as GFAE and furnished to th 
prime or it may encompass the weapon system contractor who supplements Air 
Force management by providing centralized contractor management of the | 
weapon system development and production. 

The complete weapon system includes a major operational element (usually, 
but not necessarily, an air vehicle) and all the related equipment, materials / 
personnel, skills, and techniques needed solely to operate the major element, » 
that the entire system becomes a self-sufficient unit of striking power in its 
intended operational environment. 


WEAPON SYSTEMS CONTRACTING 


A weapon system may be brought under three categories, namely: 

Category I under which the weapon system is procured by direct contra¢| 
between a prime weapon system contractor and the Air Force. In this in| 
stance the prime contractor is responsible for providing a centralized manage 
ment of the entire weapon including all the systems and support equipment 
He normally is responsible for the engineering design, subcontracting, technical 
integration, and performance on contract. He operates under the manage 
ment and technical surveillance of a specialized Air Force team responsible for | 
the integration of all facets of the specific program to bring the weapon system 
into the Air Force inventory. In this case the prime contractor supplement | 
the Air Force management team. An example of this type of procurement ®} 
the development and production of the Convair B-58 bomber. 

Category II under which associate contractors are established by direct Air 
Force contract. In this case (for example on the Convair F-106 interceptor) 
Hughes Aircraft Co. is an associate to Convair. However, Hughes works @ 
rectly on an Air Force contract. Hughes and Convair are responsible joint) 
that the Hughes fire-control system is engineered and produced to be com 
patible to the F-106 requirement and schedule. The Air Force supervises ead 
contractor’s efforts and the weapon system as an entity. 

Category III under which the Air Force procures under direct contract # 
Government furnished aeronautical equipment, such equipment as the bombing 
navigation systems, and furnishes them to the contractor providing the weapa 
This is normally used where a system or component is compatible to two @ 
more weapon systems or whether it is feasible for the Air Force to contrac 
direct for the equipment. 
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LeCessary The following types of contracts have been used for procurements made under 
Y is op. the weapon system concept : 
f traing Name of weapon system : Type of contract 
articuly ER nS atte ni miner pceas .. CPFF. [Cost plus fixed fee] 
2. B-58 (3 contracts) __--_--. CPIF. [Cost plus incentive fee} 
: Metho ID as toa a-ak dh weaning ~ CPFF. 
Theg | I iia ad cee cae evap tsee comcerte a es 
“the Con. eS ee — FPI. [Fixed price incentive] 
Don agg ee-GAM-72 <.~...-.--.. CPFF. 
ee NO” sects mehere eres enone CPFF. 
hagement | PERE ESA PR SEL FPI. 
Or if We ST ERE Ua cisls ois salts CPIF. 
or if w Ne is eee ndssicapeasbcieme L/C contemplated FPI. [Letter contract] 
© Systems a, F-IM-O00-A —_....-...... — CPFF. 
be estab. | OS eee FPI. 
Pa aIM-O9-D ............. CPIF. 
ee EEE a a eae L/C contemplated CPIF. 
: INE 5a men sccsarene awelecediben darkabgankcosects wes 
cludes al IED | mettdrersehermrenstioanlyeemeeeees m CPFF. 
al relate, 17. Q2C ee eee —emen ames FPI. 
pasis, the IER ibn cstrcotituiieopeenomiaii bos — CPFF. 
’ ONO, Sips scenes coco trenteinorendnehim FPI. 
facets of OD soe ree mits eeenp L/C contemplated CPFF. 
of major | 21. TM-76B__ ill pacdeneeddaiiciephee boaabdidoed L/C contemplated FPI. 
ed to the Rs RADE REO. 2 ees L/C contemplated CPFF. 
t ae te APPENDIX X 
(a “WEAPON SYSTEM CONTRACTING,” BY J. STERLING LIVINGSTON 
ater (HARVARD BUSINESS REVIEW, JULY-AUGUST 1959) 
ement, § | WEAPON SYSTEM CONTRACTING 
rer in its | | 
i For defense, for competition, for free enterprise, for advanced technology, 
for getting ahead of Russia 
: (By J. Sterling Livingston) 
- contrac | How should the development and production of our weapon systems be man- 
n this ip aged? That question is one of the most urgent in our defense program, because 
| manage our ability to develop superior new weapons as fast as the Russians depends 
quipment. largely on the capabilities of our weapon system management organizations. 
technical We often have taken twice as long as the Soviets to produce new weapons. In 
manage order to reduce this leadtime, the military services have adopted to an increas- 
nsible for ing extent the “‘weapon system” concept of assigning decision-making authority 
on system) and of contracting for the development of the highly complex weapon and support 
pplements systems of the space age. The philosophy underlying the weapon system concept 
rement 8 hold that authority for the design, development, and production of an entire 
weapon or support system needed to meet a military operational requirement 
lirect Air should be assigned to a single management organization. 
erceptor) The military services are, of course, ultimately responsible for the manage- 
works di: ment of weapon development and production. The central problem that has con- 
le jointly fronted them in carrying out the weapon system concept is how much authority 
» be com they could delegate to private contractors without losing control over the devel- 
vises each opment of their weapon systems, and also without abdicating their responsibility 
| for the proper expenditure of public funds. 
mntract a 
bombing: DELEGATION OF AUTHORITY 
e weapon Wh: ; ; ; 
to two ot at form, then, should the delegation of authority to weapon system con- 
> contra tractors take? As weapon systems have become more and more complex, the 


services have found that they did not possess the talent needed to perform all 
the functions required of weapon system managers, including the integration of 
the subsystems and components into compatible and balanced weapon systems. 
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Senior Air Force officers have repeatedly stated, for example, that they lack the 
“in-house” systems engineering capability they needed to direct the developmen; 
of their ballistic missile and satellite programs. As a result, the Air Force an 
to a lesser extent the Army and Navy, are contracting with private firms for the 
systems engineering and management work traditionally performed by the mjy. 
tary services in the development of advanced weapon systems, 

In contracting with private firms for weapon systems development and Dro 
duction, the services have used a variety of methods of assigning responsibility 
for systems integration and management. Thus far, three distinct methods ¢ 
contracting have emerged to carry out the weapon system management concept: 

1. The systems engineer and associate prime contractors method. 

2. The system prime and associate prime contractors method. 

3. The team contractor method. 

Each one of these methods has the common characteristic of locating primary 


responsibility for systems engineering in a single organization, but the actyg) | 


assignment of management authority has varied considerably. Although eae 


method probably will be continued to be used to some extent, there is considerabje | 
evidence that the “system prime and associate prime contractors” approach wil | 


become the dominant method of contracting for the development and production 
of weapon systems in the future, unless its use is restricted by congressiona} 
action. 
Conjiict of objectives 

There are serious disagreements—reflecting a basic conflict of objectives—t 


be resolved before the services can go ahead with determination and dispateh, | 


There is opposition to the weapon system concept, stemming primarily from 


fear that this method of contracting will lead to concentration of military work | 


in the hands of a relatively few giant companies. As weapon systems have be 
come more complex and costly, the services have tended to concentrate their ex. 


penditures on fewer systems, and, as a consequence, a higher percentage of cen- 
tracts have been placed with a smaller number of companies. Weapon system | 
contracting is reshaping the competitive structure of our defense industries, and | 


could jead to unsound concentration of defense work. 
There can be little doubt that more effective competition in weapons develop 


ment and production and broader participation by American industry in the de | 
fense program are essential, not only to the health of the private enterprise sys | 
tem, but also to our success in regaining undisputed weapons superiority over the | 


Soviets. It is inevitable, therefore, that a great deal of congressional and indus 
try pressure will be exerted to force the distribution of military business among 
a larger number of firms. 

Two congressional subcommittees are now investigating the use of weapon 
system contracting, and extensive hearings are planned. Further, there is bound 
to be particular opposition to legislation introduced by Senator Leverett Salton- 


stall to encourage the military services to extend the use of the single prime | 


contractor method of assigning responsibility, especially from Congressmen who 
want military contracts to be placed with a larger number of companies and 
awarded by means of formal advertising procedures. 

The legislative struggle over the Saltonstall bill and the weapon system concept 
may well determine both the future of weapon system contracting and the extent 
to which private contractors manage the development and integration of advanced 
weapon systems. 

The critical question for our society, however, is how the task of developing 
and producing the fantastically complex weapon systems can be divided among 
a larger number of competing industrial concerns and at the same time assure 
that the components and subsystems are compatible and are integrated into a 
effective whole. The engineering and management problems inherent in the 
integration of major weapon systems are simply becoming too difficult for the 
services to handle without the help of private contractors. 

What we must strive for, then, is the kind of integration we can get through 
private management of weapon system development and production, but using 
the particular method of contracting that will minimize concentration, maxt 
mize competition, and permit the military services to retain sufficient decisior 
making authority to assure that they get the weapons they want ata reasonable 
cost. 
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NEED FOR INTEGRATION 


Weapon system contracting has been adopted in varying degrees by the armed 
ces to overcome the serious delays and costly mistakes which resulted when 
nsibility for the development and production of weapon systems was divided 

among several military offices and commands and a number of prime contractors. 


Division and delay 

Historically, the many subsystems and components which make up a fighter or 
a bomber, for example, were purchased by separate offices within the Air Force 
or Navy and furnished to the airframe manufacturers for assembly into a 
complete weapon. Thus, the radio and radar equipment was purchased by 
one office, the engines by another, the airframe by another, and the ground- 
handling equipment by still another. Since the airframe manufacturer was 
not responsible for either the design or production of the components and sub- 
systems, he could not be held responsible for delays in producing the weapon 
or for defects which prevented it from performing its intended mission. 

As air weapon systems grew more and more complex, however, it became 
increasingly difficult for the Air Force and the Navy to coordinate the decisions 
of their separate development and procurement organizations so that the com- 
ponents and subsystems fitted together into a compatible and effective weapon 
system. Often the specifications for one subsystem did not correspond with the 
specifications of another. Sometimes the interfaces were different, so that one 
subsystem could not be plugged into the other ; sometimes the space required by 
a subsystem was greater than that allowed in the airframe specification, neces- 
sitating considerable rearrangement and redesign of structural elements of the 
airframe; sometimes the weight of the subsystem was greater than had been 
anticipated, causing marked changes in the aerodynamic characteristics of the 
aircraft. 

To overcome these difficulties and to make sure that the various subsystems 
formed an effective and compatible air weapon system, the Air Force and also 
the Navy developed detailed specifications and “integration factors” for the 
guidance of their contractors. As the weapon systems became more complex, 
the specifications and integration factors of necessity became more cetailed. 
Since less and less discretion was left to the contractors who were desiguing the 
weapon and its subsystems, the problem of the incorporating technical improve- 
ments in military equipment became seriously complicated. As the rate of 
technological progress accelerated, the number of requests from military con- 
tractors for changes in specifications and integration factors increased cor- 
respondingly. These requests for changes not only placed a substantial burden 
on the contractors’ engineering departments, but also severely strained the 
decision-making machinery of the military services. 

Since a change in specifications for one subsystem or one component fre- 
quently required a change in specifications for other subsystems or components, 
both the Air Force and the Navy required all except minor requests for change 
to be submitted to coordination committees for review prior to approval. The 
weakness of this approach to system integration is illustrated by the famous 
example of the 8-day clock : 

Acontractor wished to change a clock in the cockpit of an airplane from a 1-day 
toan 8-day mechanism. LBefore he could change that clock, he had to prepare 
a “justification” and submit it to the military plant representative. The plant 
representative forwarded the justification to the military technical people, who 
in turn communicated with the contractor to determine his reasons for request- 
ing the change. After they approved the contractor’s request, they submitted 
it with their recommendation to the cognizant change committee. The committee 
was convened. A decision could not be made until unanimous agreement was 
reached. And so, some 3 months later, the technical people were finally author- 
wed to permit the contractor to replace the 1-day clock with an 8-day clock. 

Although this is an extreme example, it illustrates the delay and redtape 
inherent in the attempt of the military services to integrate complex weapon 
systems by means of detailed specifications, integration factors, and coordinating 
committees. This approach not only failed to insure the design of compatible 
subsystems forming the most effective weapon systems that could be developed, 
but also delayed the production of these systems to a point where they often 
Were obsolete before they became operational. 
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Engineering shortage 


In addition to the urgent necessity to reduce leadtime in the development ang 
production of air weapon systems, the Air Force and, to a lesser extent the 
Army and Navy have found that they could not continue to follow their previous 
methods of weapon procurement because of a sharp decline in their in-house 
engineering capability to give detailed engineering guidance to their contractors 
Rapid advances in the state of the art, on the one hand, and reduced personnel 
ceilings and low civil service pay scales, on the other, made it progressively more 
difficult for the services to attract and hold the scientific and engineering per. 
sonnel necessary to perform the systems engineering work required to integrate 
the components and subsystems in advanced systems such as the supersonic and 
ballistic missile weapon systems. 

It often was no longer possible to prepare the detailed specifications’ and inte. 
gration factors which were essential in contracting with multiple prime contrae. 
tors for the components and the subsystems. 


Degrees of responsibility 


There seems little doubt, then, that the Air Force and the other services have, 
of necessity, turned increasingly to the weapon system concept to solve their 
management and procurement problems. The open and truly crucial question jg 
what method to use in assigning authority to private contractors for systems 
integration and management. 

In each of the three principal methods that have so far emerged the contrae. 
tors’ cardinal responsibility is, of course, the design of an optimum weapon sys- 
tem and the integration of the performance specifications for all subsystems and 
components to assure that they fit into a compatible and efficient system. Con- 
tractors do not have equal authority under the three methods, however. To 
varying degrees the military services retain decision-making authority over the 
expenditure of funds, the development and production schedules, and the pro 
curement of subsystems. 

SYSTEMS ENGINEER 


’ 


The “systems engineer,” or, more fully, the “systems engineer and associate 
prime contractors” method, substitutes a private engineering contractor for all 
or part of the in-house engineering staff of the military service involved. Various 
degrees of responsibility are assigned, but in all cases it stops short of full man- 
agement responsibility. Here are examples from the three military services: 

(1) Air Force.—A classic example of the method is the Air Force ballistic 
missile program. 

In 1954 the Air Force Strategic Missile Evaluation Committee concluded that 
the Air Force then lacked the in-house engineering capability to perform fully the 
systems engineering work required to develop an intercontinental ballistic mis- 
sile. The committee also concluded that the Convair Division of the General 
Dynamics Corp., the prime contractor for the Atlas ICBM, lacked such complete 
capability at the time. Accordingly, the Ramo-Wooldridge Corp. was engaged to 
perform the systems integration work and to provide engineering advice and 
assistance to the Air Force’s Ballistic Missile Division, which had been assigned 
management responsibility for the ballistic missile program. 

While retaining final authority for the approval of designs and specifications, 
the Air Force looked primarily to Ramo-Wooldridge for systems engineering, 
including the preparation of performance specifications and integration factors 
for each major subsystem. 

At the same time the Air Force contracted directly with associate prime con- 
tractors for these subsystems and is supplying them as Government-furnished 
equipment to Convair, the prime missile contractor responsible for assembling 
the components into an effective weapon. 

(2) Navy.—Both systems engineering and systems management responsibility 
for the Polaris fleet ballistic missile program have been assigned by the Navy to 
its Special Projects Office. The main role of the consulting engineering firms 
engaged has been to assist the Special Projects Office with the detailed engineer 
ing required to prepare specifications for the interfaces of the maior subsystems 

In addition, the engineering responsibilities for the principal subsystems have 
been assigned to other organizations within the Navy, or contracted to private 
firms under considerable supervision. Thus, the Bureau of Ships acts as systems 
engineer for the submarine, while the Lockheed Aircraft Corp. has systems 
integration responsibility for the missile subsystem under the supervision of 
the Special Projects Office. 
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(3) Army.—The systems engineering work for Army missiles is typically 
performed at the Redstone Arsenal. (The principal exception is the family of 
Nike missiles, for which the Bell Telephone Laboratories had virtually complete 
design and systems engineering responsibility.) The Army strongly takes the 

ition that it must perform a substantial amount of its own systems engineer- 
ing and development work in order to have the engineering knowledge required 
to supervise and to control the private contractors who produce the Army’s 

les. 
7 design and systems engineering work on the Redstone and Jupiter ballistic 
missiles was performed in-house by the Army Ballistic Missile Agency, which also 
acts as a systems manager and engineering contractor for the National Aero- 
nautics and Space Administration and the Advanced Research Projects Agency 
of the Department of Defense. 

Even the Army, however, has been forced to contract more and more of its 
systems design and engineering work to private contractors. The Pershing mis- 
gile program underscores this trend toward weapon system contracting. Al- 
though the guidance system for this missile is being developed in-house by the 
Army, with the Army Ordnance Missile Command maintaining close technical 
and management control over all aspects of the program, most of the systems 
engineering and systems management work has been contracted to the Glen L. 
Martin Co., which is the single prime weapon system contractor for the Pershing 
missile. 


Military reluctance 


Many military officers would like to reverse the trend toward use of systems 
engineering contractors for weapon system development. The Air Force In- 
spector General, after surveying the management of the Air Force ballistic mis- 
sile program, strongly recommended, for example, that the Air Force develop 
its own in-house systems engineering capability rather than rely on private 
contractors such as Ramo-Wooldridge. 

In fact, the Ballistic Missile Division has built up its systems engineering staff 
and is attempting to strengthen its capability further in order to exercise greater 
technical control over the development of future missile and space weapon 
systems. 

In view of ceilings on personnel, civil service regulations and salary levels, 
and military personnel policies, however, it is most unlikely that the Air Force 
can attract in peacetime the engineering and scientific personnel needed to 
provide full technical direction and systems integration for its really advanced 
weapon programs. Indeed, for this reason all three services will find it neces- 
sary to depend on systems engineering contratcors for some technical assistance 
and guidance. The Air Force has already extended the systems engineer con- 
tractor approach to the Minuteman program and will use this method in the 
development of its second generation of ballistic missiles. 


Industry criticism 


Industry’s attitude toward the systems engineer method of contracting as 
employed in the Air Force ballistic missile program was summarized by the Air 
Force Inspector General as follows: 

“Industry in general considered the Air Force ballistic missile program well 
managed. * * * Technical decisions and contractual actions had been forth- 
coming to industry with gratifying speed. 

“Major subsystem and component manufacturers were especially pleased with 
their status as associate contractors. The observation was repeatedly made 
that this arrangement fostered a higher quality of development work than was 
possible where performance was under subcontracts to airframe manufacturers. 

“Much criticism was expressed with regard to the role and activities of the 
Ramo-Wooldridge Corp. (R-W) in the ballistic missile program. Corporate 
officials generally conceded that R-W had made substantial contributions to 
the program, especially in the crucial first years. However, this judgment was 
tempered in some cases by criticism varying from mild to severe. Some con- 
tended that R-W’s early contribution had considerably lessened with the ‘as- 
sage of time and that R—W involvement interferred with contractor perfiurm- 
ance, In a few instances it was stated that R-W personnel were not well quali- 
fied to give technical direction to the contractor. A number of contractors ex- 
pressed resentment and criticism of the fact that R-W had been placed in a 
favored position to compete with older established companies.” * 





?“Survey of Management of the Ballistic Missile Program,” Jan. 14—Feb. 21, 1958. 
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Ramo-Wooldridge has expressed the desire to participate in the competitigy 
for ballistic missile hardware contracts, but considerable pressure has beg, 
placed on it either to keep out of the hardware business or to divest itself ¢ 
its systems engineering organization, now known as the Space Technology 
Laboratories, Inc. 

A committee of one of the country’s leading defense industry associations jg 
currently considering a recommendation that the military services be requesteg 
to avoid the use of systems engineering contracts “as essentially contrary to the 
free enterprise system—unless the subject company has no further plang 
enter the business.” Members of the committee have expressed the opinion that 
if military necessity dictates the use of systems engineering contractors, thege 
contractors should be considered as “an extension of the military agency ang 
should be restricted and regulated by special rules and procedures,” 

The principal criticism of the systems engineer approach comes from the 
major prime contractors who believe that systems engineering contractoy 
duplicate much engineering work which must be performed by prime ¢op. 
tractors and also dilute the prime’s responsibility for developing an optimum 
weapon system. In this respect, they contend that the systems engineer approach 
is in conflict with the underlying premise of the weapon system concept, which 
is to assign responsibility for the design, development, and production of the 
entire weapon system to a single organization. 

Subsystem manufacturers, however, tend to prefer the systems engineer ap 
proach. Their attitude toward it is favorable because it permits them to cop 
tract with the Government as associate prime contractors rather than ag sub 
contractors to a single prime contractors. 


Increasing pressure 


In view of the possible “favored position” of the systems engineering con. 
tractor and the duplication of engineering work performed by the prime, this 
approach to weapon system contracting is likely to come under increasing preg 
sure as prime contractors develop their own systems engineering and manage. 
ment capability. 

Undoubtedly systems engineering organizations such as the Space Technology 
Laboratories, Inc., will continue to assist the military services for the foresee 
able future. In fact, the availability of such organizations may be essential 
to the military services if they are to be able to take maximum advantage of 
new technological breakthroughs in developing advanced weapon systems, 

However, there is reason to believe that their role will eventually be limited 
to that of consultants and technical advisers and that responsibility for systems 
management and integration gradually will be divided mainly between the mili- 
tary services and prime weapon system contractors. For instance: 

The Air Force intends in the near future to transfer systems engineering re 
sponsibility for the Thor intermediate-range ballistic missile from the Space 
Technology Laboratories, Inc., to the Douglas Aircraft Co., which will become 
the system prime contractor for that missile. Although this transfer will mark 
the end of the initial development phase of the Thor missile, Douglas will be re 
sponsible for the design and integration of all subsequent modifications made to 
improve the missile’s performance and operating characteristics, subject, of 
course, to Air Force surveillance and approval. 

Subsequently systems engineering responsibility for the Atlas intercontinental 
ballistic missile similarly will be transferred from the Space Technology Labora- 
tories, Inc., to the Convair Division of the General Dynamics Corp., which 
will become the system prime contractor. 

The significance of the pending transfer of systems engineering responsibility 
to companies such as Douglas and Convair is that it will enable them to develop 
further their systems integration and management capabilities. Once these capa- 
bilities have been fully established, it is likely that the Air Force, and in all 
probability the other military services as well, will use them to perfrom the 
integration functions on future weapon systems and thus reduce the role of the 
systems engineer. 

SYSTEM PRIME 


The “system prime” or “system prime and associate contractors” method of 
weapon system contracting is a principal alternative to the systems engineer ap 
proach. Under this method the hardware contractor who is responsible for 
the assembly and test of the weapon system is also given responsibility for 
systems design and engineering. 
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shift of responsibility 

In earlier weapons such as the F—101 and the F—106 fighter aircraft, the role 
of the system prime contractor was limited to that of a “lead” contractor re- 
sponsible only for systems enginering, integration, assembly, and test. While 
the system prime contractor as lead contractor prepared performance specifica- 
tions and integration factors, and—in cooperation with the subsystem manufac- 
turers—prepared detailed specifications for all major subsystems, the military 
services contracted directly with the subsystem manufacturers as associate prime 
contractors. This way the military services retained the full management 
responsibility for the weapon system by controlling development and production 
schedules, allocation of funds, selection of subsystem contractors, and the pricing 
of subsystem contracts. 

More recently, however, the trend has been for the military services to assign 
greater management responsibility to system prime contractors, and to limit the 
number of associate prime contractors dealing directly with the Government. 
Under the system prime concept, for example, a number of subsystem manu- 
facturers become subcontractors to a prime contractor who, subject to the sur- 
yeillance and approval of the military service, acts as weapon system manager. 
Subsystem manufacturers take their directions from the system prime who is 
delegated considerable responsibility for schedules, the selection of subsystem 
manufacturers, pricing of subsystems, and the allocation of available funds. 

At the same time, to think of this method as strictly that of a single prime 
contractor and subcontractors, which it is often considered, is to stretch the 
inereased authority of the system prime even further than it has yet gone; full 
management responsibility for a major weapon system has never been given to 
a single contractor, and probably never will be. The military service delegates 
tothe system prime the decision-making authority required to manage the day-to- 
day development and production of the weapon system, but retains authority to 
make major decisions, to resolve conflicts between the system prime and the 
subsystem manufacturers, and to review decisions made by the system prime. 
It may also continue to deal directly with an associate prime contractor for a 
major component or subsystem. 

Here are examples of this method of contracting as used by the three services: 

The B-58 bomber was developed for the Air Force under a prime weapon 
system contract with the Convair Division of the General Dynamics Corp., but 
the engines were purchased directly by the Air Force from the General Electric 
Co., an associate prime contractor. 

The Hawk antiaircraft missile was developed by the Raytheon Manufacturing 
Co. for the Army under a similar contractual arrangement. 

The Navy has recently made the Grummen Aircraft Co. the weapon system 
manager and single prime contractor for the supersonic A2F attack bomber. 


Hedges on concentration 


The system prime method, of all the alternative methods of contracting, most 
completely carries out the weapon system concept because it makes it possible 
to place both engineering and management responsibility for the design, develop- 
ment, and production of the entire system in one organization. 

It is this very concentration of authority, however, that has created the great- 
est criticism of the weapon system concept. If full authority for decision mak- 
ing were delegated to a single prime contractor, the military services would 
tend to lose much of their management control over the development of the 
weapon system, particularly their control of schedules, costs, and the selection 
of subsystem contractors. This is a danger which the services have guarded 
against by retaining authority to make major decisions and to approve other 
decisions made by prime contractors. 

Large subsystem manufacturers and a number of small businessmen are critical 
of the system prime contractor method because the prime is able to retain in his 
plant some work which formerly would have gone to other companies. 

The weapon system contractor also inevitably develops greater engineering 
capability and inevitably gains information and ideas from subcontractors or 
bidders which he is in a position to use to diversify and strengthen his own com- 
petitive position. There is some concern within the services, as well as among 
subsystem and component manufacturers, that weapon system prime contractors 
may use Government resources to build new in-house capabilities rather than 
use those capabilities which already exist in the other companies. 
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Since some weapon system contractors appear to be diversifying into the com, 
mercial as well as the military markets of their subsystem and component sup 
pliers, pressure will grow to prevent the system prime contractors from entering 
into the business areas of their subcontractors. Both Congress and interested ip. 
dustrial groups can be expected to press for safeguards over prime contractorg 
“make-or-buy” and subcontract decisions in order to prevent primes from mig. 
using their favored positions or from using public funds to diversify into nop. 
military fields. 

The extent to which the military services delegate management authority to 
weapon system prime contractors will depend largely on three factors : 

1. The competitive structure of our defense industries. 

2. The systems engineering and management capabilities of weapon cop- 
tractors. f 

3. The systems engineering and management capabilities of the military 
services. 

COMPETITIVE STRUCTURE 


The competitive structure of our defense industries poses one of the most criti- 
cal barriers to wider delegation by the military services of weapon system man- 
agement authority to prime contractors. Subsystem manufacturers naturally 
are reluctant to divulge their most advanced design and engineering develop. 
ments to system prime contractors who either are their competitors or who are 
attempting to diversify into their field of specialization. Yet system prime cop- 
tractors must obtain information of this kind in order to design an effective and 
fully integrated weapon system. 

Moreover, it is unrealistic to expect subsystem manufacturers to reveal to 
their competitors the cost estimates and accounting data on which their prices are 
based—information that the weapon system manager must obtain in order to 
be able to negotiate fair and reasonable prices for the subsystems. Clearly, a 
system prime contractor who is in competition with his subsystem manufacturers 
cannot be the most effective weapon system manager. 

The military services can, of course, eliminate this problem if they are able 
to select system prime contractors who are not in competition with the sub. 
system manuafacturers. They also can minimize the problem by directing 
system primes to take full advantage of the facilities and capabilities of existing 
subsystem manufacturers. In those instances where the services have thus re 
stricted their prime contractors, serious conflicts of interest have been generally 
avoided. 

When the competing interests of the system primes and subsystem manufac- 
turers cannot otherwise be avoided, the military services may have no acceptable 
alternative other than to contract directly with the subsystem manufacturers as 
associate prime contractors. While such action will dilute the authority and 
responsibility of the system prime contractor, it will avoid a more serious defect 
in weapons system management. 


Contractor capability 


Many large weapon manufacturers still do not have the systems engineering 
and management capabilities required to assume complete responsibility for the 
development and production of a major weapon system. Few major contractors, 
for example, have personnel who are sufficiently skilled in negotiating prices for 
complex subsystems (e.g., navigation and fire control systems) to justify delega- 
tion by the military services of full responsibility to system prime contractors 
for the pricing of these subsystems. Unless prime contractors have the neces 
sary pricing capabilities, the military services, of course, would be abdicating 
their responsibility for the sound expenditure of public funds if they delegated 
full pricing authority to those primes. 

However, a number of weapon manufacturers have been building their systems 
engineering and management staffs, and may well be capable of exercising greater 
responsibility for weapon system management if authority is delegated to them 
in the future. Their performance will be crucial. Any serious failure of a 
weapon system contractor to deliver an effective weapon system at a reasonable 
cost will create pressure to withhold future authority ; every successful perform- 
ance will create confidence justifying greater delegation of management author- 
ity by the services. 
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Military capability : 

In either event, it must be remembered that delegation of extensive man- 
agement authority to system prime contractors does not lessen the need for 
strong Weapon system management organizations within each military service. 
On the contrary, successful weapon system contracting depends to a great extent 
on the effectiveness of the military manager. ; 

The military services cannot delegate to system prime contractors authority 
to make decisions which change the principal features of the weapon system, 
such as its configuration or performance characteristics, or which substan- 
tially increase its cost without at the same time failing in their responsibility 
to the Nation. Military managers must be capable of making these major 
decisions promptly and wisely, or little can be achieved even if ‘weapon system 
contractors make the detailed technical and management decisions effectively. 

Moreover, as every business manager knows, the delegation of authority 
requires a great deal of skill. If too much control and supervision are exer- 
cised, the delegation of authority will not be effective. If too little supervision 
is exercised, control over the results will become impaired. 

Whether more or less authority is delegated to system prime weapon con- 
tractors will depend, therefore, on the development of appropriate management 
eontrols by the military services. If the services do not develop adequate con- 
trols over weapon system contractors, political and industrial pressure may 
well limit the use of the system prime method of contracting, despite its efficiency. 


TEAM CONTRACTOR 


Only the very large weapons manufacturers, as a general rule, possess the 
wide range of talents required to design an entire weapon system and to man- 
age its development and production, and even the largest of these companies 
must obtain a great deal of assistance from other specialized concerns. 

In order to obtain prime contracts for large weapon systems, it often is nec- 
essary for medium-size and small companies—and sometimes even the largest 
weapons manfacturers—to submit joint proposals as a “team” or a “group.” 
Under the team method, one company typically is the team leader or coordinator 
and is given responsibility for systems engineering and systems management. 
In some instances, the team leader becomes a single prime contractor and sys- 
tems manager and the other companies become subcontractors. In other in- 
stances, each company is awarded a direct prime contract for its portion of 
the system. 

The team put together by the Hoffman Electronics Corp. to contract with the 
Air Force for the Tall Tom electronic reconnaissance system is an outstanding 
example of the team contractor method: 

The Hoffman systems management group selected 8 companies from 50 candi- 
dates and organized a management policy board composed of senior executives 
from each company on the team. This board, under a letter contract executed 
by each team member, was given authority to commit all member firms on 
finances, facilities, manpower, and contractual changes, and to resolve any mat- 
ters threatening program performance. 

Each company sent representatives to the Hoffman plant where the complete 
technical proposal was prepared. The Hoffman group prepared the companion 
management proposal which designated Hoffman Laboratories as the prime con- 
tractor and systems manager. The management proposal also specified that the 
eight contributing companies were to be organized into a task performance unit 
which was to be directed and coordinated by the Hoffman systems management 
group. 

Although the Hoffman proposal for the Tall Tom program was a team effort, 
the Hoffman systems management group was given responsibility for the overall 
systems engineering and management functions which must be performed under 
the‘weapon system concept. 

Note that in contracting with Hoffman Laboratories as the prime contractor 
and systems manager, the Air Force assigned responsibility to a single organi- 
zation under a contractual arrangement which was essentially the same as the 
system prime method. 
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Divided responsibility 

When the arrangements under the team method have not specified q prime 
contractor, serious problems often have arisen because technical and manage- 
ment responsibility was divided among the members of the team. In particular 
when no one company has had contractual authority to give technical direction 
to the program and to make engineering decisions on matters which are in dig. 
pute by the members of the team, serious difficulty has been encountered jp 
specifying the interfaces on the subsystems and in making them compatible. 

Since a cardinal principle of the weapon system concept is that responsibility 
be assigned to a siugle organization, the military services are likely to ingigt 
that the team have a strong leader with contractual authority to make the neces. 
sary technical and management decisions. Although the other members of the 
team may not be subcontractors in the conventional sense, the team contractor 
method is likely to evolve into a form which will make it indistinguishable from 
the system prime contractor method. 

At the same time, since the team contractor method enables companies to 
obtain weapon system contracts even though they do not have the resources 
needed to manage the weapon system independently, this method has a great 
deal of appeal to small and medium-size defense organizations. Large com- 
panies that normally submit proposals to design and develop weapon systems ag 
single prime weapon system contractors may find it expedient, therefore, to sub- 
mit proposals as-a team effort with smaller companies that typically are their 
subcontractors. 

Although this arrangement may have some strategic advantages in competing 
for Government contracts, it is not likely to alter significantly the normal rela- 
tionship between prime contractors and their subcontractors, except in situations 
where the system prime was a competitor of one of its subsystem manufacturers, 
The team contractor method does permit subsystem manufacturers to join teams 
on which the leader is not a competitor. 


Need for competition 


The team contractor method presents a problem to the military services both 
in assuring that the best subsystems are included in the weapon system ulti- 
mately purchased and in assuring adequate competition among subsystem manu- 
facturers. No one team is likely to include in its proposal all the best sub- 
systems. 

In order to assure that the best subsystems are incorporated in the design 
ultimately developed, the Air Force has required the team leader to change 
the members of his team after the team’s proposal was selected. Indeed, to as- 
sure competition in the selection of subsystems, the Air Force recently required 
the Boeing Aircraft Co. to open to competition the subsystems which Boeing 
team associates planned to develop and produce for the test and assembly por- 
tion of the Minuteman’s missile program. 

If such competition becomes a normal requirement, it may well mark the be- 
ginning of the end for the team method. The technical concepts in team pro- 
posals naturally are developed at considerable expense to the engineering staffs 
of the associate companies. If these subsystems are opened to competition after 
the winning team is selected, it is doubtful that subsystem manufacturers will 
continue voluntarily to compete as members of a team. Since Congress is press- 
ing the military services to broaden competition for defense contracts, the only 
secure position on the team is that of the team leader, that is, the weapon 
system manager and prime contractor. 


CONCLUSION 


All three methods of weapon system contracting undoubtedly will be used for 
some time to come. As weapon manufacturers develop stronger systems engi- 
neering and management staffs, the military services are likely to make greater 
use of system prime contractors for both systems integration and management. 
At the same time, the services can be expected to develop their own weapon 
systems engineering and management capabilities, to improve their decision- 
making processes, and to exercise more effective control over system prime and 
associate prime contractors. 

Unless use of the system prime and associate prime contractors method is 
restricted by congressional action, it will tend to become the dominant method of 
weapon system contracting because it avoids duplication and delay by permitting 
the military services to assign as much authority as is feasible to a single prime 
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contractor, yet at the same time enables them to deal directly with associate 
prime contractors who cannot be managed effectively by the single prime con- 
tractor. 

It seems clear that the competitive position of defense contractors will be 
determined to an increasing extent by their systems engineering and manage- 
ment capabilities. These capabilities, coupled with the weapon system man- 
agement policies and talents of the three military services, will greatly influence 
our ability to regain undisputed weapons superiority over our potential enemies 


APPENDIX XI 


COMMENTS ON WEAPONS SYSTEM PROCUREMENT POLICY, BY CAPT. 
E. C. CALLAHAN, USN, COMMANDING OFFICER AND DIRECTOR, USS. 
NAVAL TRAINING DEVICE CENTER, PORT WASHINGTON, N.Y. 


THE PROBLEM 


The following comments are related to procurement practices in the military 
services whereby all elements of a given weapon system are procured from a 
single prime contractor, and to proposed legislation which would provide statu- 
tory sanction for such practices. The writer personally believes that in most 
eases procurement from a single prime contractor is neither the most effective 
nor the most economical method. 

BACKGROUND 


Weapon system policy should be considered in two parts. One part is the 
planning and budgeting stage, wherein all elements of a given weapon system 
are visualized in their interrelationships with each other, and so coordinated and 
integrated with each other as to insure that their end result will meet all essential 
performance and logistic objectives. When properly planned, none of the 
essential elements of the weapon system will be inadvertently excluded, and 
hence the resulting schedule or program for accomplishment will be complete; 
and the true cost will be readily apparent for budget justification purposes. 
The other part is the procurement stage wherein appropriate designs for all 
component elements are developed and integrated into the weapon system, logistic 
support requirements are set forth, and sources of qualified talents and experience 
are selected and set in motion for providing the required hardware and related 
services. This paper is concerned with the procurement stage. 


GENERAL DISCUSSION OF WEAPON SYSTEMS 


Modern weapon systems are becoming extremely complex, as exemplified by 
all of the manned aircraft and missile systems. Take the example of a typical 
manned aircraft weapon system, since manned weapon systems are going to be 
with us for many years. Such a weapon system involves an airframe whose 
design is governed by the principles of aerodynamics. More often than not it 
carries missiles and bombs as weapons, design requirements in both cases inyolv- 
ing aerodynamics, electronic and other technical art considerations. It requires 
for its successful operation complicated mechanical, electromechanical, and elec- 
tronic subsytems. 

The mechanical and electromechanical subsystems operate within or about 
the airframe without causing or being affected by any external influence. Not so 
the electronic subsystems. These concern the fields of navigation, target detec- 
tion and tracking, communications, ECM, ete., all of which either radiate energy 
to external points or accept energy radiated from external points for proper 
operation. The nature of these radiations exerts profound effects on the design 
of the airborne system in question as well as on the other surface or airborne 
systems with which compatible operations must be effected and maintained. 
Finally, such a weapon system involves as perhaps the most important consider- 
ation the man-machine relationships between the hardware and the personnel 
who operate, maintain, and repair it. Included in the personnel training program 
which, when properly planned and executed, will have direct effects on the design 
of the machine as well as on the efficiency of the personnel. 

Provisions for logistic support of weapon systems, including training and 
devices therefor, are all too often neglected until very late in the weapon system 
program. The organizational complex for logistic support is not tested until 
the weapon system becomes operational; and as too often happens it is not until 
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the weapon system is on the firing line that deficiencies in planning for its logigtie 
support are encountered, usually too late for effective correction. 

The materials and parts making up a modern complicated weapon system arp 
many and diverse in nature. For purposes of effective administration of the 
logistic support system, these materials and parts are categorized into STOUps 
of similar items. For instance, electronic parts are grouped together becang 
practically all weapon systems use many standard items of this nature. Th 
same is true for structural parts, and for the many parts of the mechanical, 
electromechanical, and other subsystems. 

The two most important elements in logistic support requirements are (1) 
timely provision and (2) standardization. It is axiomatic that when a weapoy 
system becomes operational trained personnel together with both peculiar ang 
common parts and materials must be available at the point of need in order that 
material failures encountered during operations may be repaired without delay 
and the weapon system returned to operating condition. It is also axiomatic that 
when a weapon system is designed with maximum use of standardized parts ang 
materials, supply of these will be most economically and effectively provided. 

The basic line responsibilities of a military service with respect to its weapon 
systems include determination of performance objectives, development of plang 
and budgetary provisions, coordination of the effort of all agencies responsible 
for component elements, operational use of the system, logistic support, and 
training of operating and maintenance personnel. It is difficult to understand 
how any one of these basic responsibilities can be shifted to any agency outside 
of the military service. 

In the case of the Navy, most weapon systems are operated at sea by military 
personnel. Military personnel who have had operational experience are the only 
persons who can adequately visualize the broad implications of weapon system 
planning, budgeting, design, engineering, operating, and logistic support con 
siderations. Moreover, the several highly complex subsystems and components 
of the weapon system, such as powerplants, electrical systems, electronic sys- 
tems, ete., require a high degree of specialization within the corps of service 
personnel. In fact, industry itself is specialized in these various areas as 
exemplified by the fact that we have an aircraft industry, an electrical industry, 
a powerplant industry, an electronic industry and so on. 

It is important to understand clearly just what functions industry is best 
qualified to perform for the Government in providing its military weapon sys- 
tems. On the one hand, private industry, both profit and nonprofit, advances 
the state of the technical art, generally without direct reference to end appli- 
eations. On the other hand, it designs, develops, and produces to specifications; 
and it is expected that the latest techniques will always be employed. Industrial 
concerns who produce for the Government under contract are basically technical 
organizations made up of scientists, engineers, and production personnel, to 
gether with managerial personnel who direct and control operations. The mili- 
tary services hire these concerns to design, engineer, and produce hardware; 
and do not hire them to determine requirements, plan or provide logistic sup 
port, or train military personnel. Nevertheless, some concerns may fancy them- 
selves able to take an active part in these matters by virtue of the large numbers 
of retired military personnel now on their rolls. 

In our weapon system examples, let’s be more specific. Take the ABW& 
aircraft, known as the RC-121 in the USAF and WV-2, WF-2 and WZF in the 
Navy. Its function is early warning of intruders, and direct control of inter- 
cept by fighters or attack aircraft when opportunities present. Intelligence is 
received by radar, and ECM, and through communications with surface stations. 
Since the volume of target information traffic is so large, complex data-handling 
equipment is carried in additional to the usual radar, communications, naviga- 
tion, and other systems. 

Now the radars are of more or less standard design for economy in produc 
tion. The design of communications equiments is very largely determined by 
the nature of signals transmitted, which is in turn fixed by the necessity for 
netting with a vast number of other stations, both airborne and surface. Indeed, 
many characteristics are fixed by international agreement. Similarly, naviga 
tional aids use ground beacons or other references. The data-processing system, 
known as the airborne target data system (ATDS) is interconnected electrically 
to other aircraft subsystems, and to surface stations through data links; and 
its design characteristics are thereby largely determined. Clearly, by virtue 
of the nature of electrical energy handled, transmitted, and received, the basi¢ 
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design characteristics of the AEF-C aircraft subsystem are beyond the scope 
of the aircraft manufacturer. 

Nevertheless, the aircraft manufacturer does have the contractual responsi- 
pility to deliver to the Navy a satisfactorily operating AEW-C aircraft weapon 
system. Without design control prerogatives in subsystems basic design, how 
js he to accmplish his task? The proper approach is by a system of carefully 
defined functions, performed by the military service, by the aircraft manu- 
facturer, and by the subsystem contractors, so coordinated in their inter- 
relationship and interactions that the end result is a properly integrated and 
functioning weapon system. 

The parties to this weapon system may be divided into three groups. The 
military service involving perhaps two or more technical bureaus, (2) the air- 
craft manufacturers, and (3) the subsystem contractors. Then coordinated 
functions might be generally defined as follows: 

(a) Military service.—Determines overall weapon system performance; de- 
yvelops and establishes design parameters; determines design parameters for all 
subsystems to insure satisfactory integration both in*- the airframe, and into 
the broad operational system of which the AEW-C aircraft weapon system is 
itself only a part; provides accurate specifications; controls performance of 
all contractors directly to the extent necessary to insure compliance with all 
design, logistic and training requirements. 

(ob) Aircraft manufacturer.—Designs the airframe to approved specs; inte- 
grates the powerplants, subsystem and accessories into the airframe in such 
manner that the resulting aircraft weapon system meets overall performance 
requirements; determines space and weight allowances for subsystem in ce 
ordination with subsystem designers and the military service; attains a thorough 
understanding of the technical characteristics of all subsystems individually, 
and of the weapon system as a whole, and assumes responsibility for overall 
technical functioning of the weapon system, perform contractor tests on the 
overall system before delivery to the military service. 

(c) Subsystem contractors.—Design subsystems to approved specifications ; 
determines volume and weight allowances in cooperative action with the air- 
craft contractor, other subsystem contractors, and the military service; per- 
forms contractor tests on own subsystem before delivery to aircraft 
manufacturer. 

DISCUSSION OF THE PROBLEM 


The conclusion is readily reached that each military service itself must per- 
form those management functions essential to effective control of its weapon 
systems in order to insure that the end production of hardware meets perform- 
ance requirements, that logistic support is properly provided, that the man- 
machine relationships facilitate most effective functioning of personnel, and 
that the training program not only prepares personnel for their assigned tasks 
but maintains the required level of proficiency. In the light of the above, the 
practice of assignment of complete weapon system responsibilities to a single 
prime contractor means that to a significant degree, the military services have 
abdicated responsibility for exercising control over development and production 
of the weapon system. For the reasons outlined below, it is believed that these 
practices should be critically reviewed. 

(a) There is strong doubt whether any industrial concern in this country 
possesses within its corporate limits, or in any autonomous divisions, all of 
the talents and experiences necessary for the design, engineering and production 
of the weapon system including all of its components and subsystems. Prime 
contractors must necessarily subcontract components and subsystems. 

(b) The channel through the prime contractor to the subcontractor via which 
the military service would exercise design control is so tenuous as to be for all 
intents and purposes nonexistent. Thus the military service is isolated by the 
prime contractor from the activities performing work on the various subsystems. 

(c) A service depends on the prime contractor to manage the subcontractors 
and pays him an administrative fee or profit for the purpose. ‘Thus the service 
not only loses direct control of the work performed by activities other than 
the prime contractor but pays an administrative fee or profit for this loss of 
control. 

(d) This lack of ability to control subcontractors places in jeopardy essential 
provisions for proper logistic support. Standardization, essential for successful 
logistic support, can be enforced only by the services themselves: such a re- 
sponsibility cannot rest with the prime contractor, in fact he is more usually 
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than not motivated by preoccupation with design considerations, profits, pride 
in proprietary approaches, or other reasons in just the opposite direction, 
Standardization must be compatible with maximum utilization of state of the 
science advancement; but he military must insist on maximum standardiga. 
tion. With control delegated to a prime contractor, it is likely that there will 
be no standardization. 

(e) Responsibility for training cannot be delegated to the prime contraetoy 
except for certain purely introductory courses such as factory training anq 
field indoctrination. The overall training program is one which continues 
throughout the life of the weapon system bringing new personnel up to required 
levels of proficiency and maintaining the proficiency of all personnel. Military 
training is the job of the military services, and is not the job of the contractor 
eertainly not after production is completed. 1 

(f) When prime contractors are competing during prenegotiation periods 
they place a financial squeeze on potential subcontractors by inviting quota. 
tions without yet having the ability, by virtue of the fact that an award has 
not been made, to promise any business. By contrast, a service has a bona fide 
intent to procure in each solicitation case. 

(g) The large prime contractors have a strong tendency, especially during 
recessions, to develop within their own organizations corps of engineers and 
scientists experienced in the various electrical and electronic subsystems usually 
subcontracted. This trend, if continued too far, will eventually stifle initiative 
in the electrical and electronics industry, and the sources of complex designs 
for military purposes will become snbservient to weapon systems. Advance 
ment in the state of the art and science in electronics techniques is certain to 
be stunted ; big industrial concerns will never corral all the geniuses. 

(h) Most weapon systems interconnect with other systems; in our example, 
with systems on board ship, at ground stations, and in other aircraft. In fact, 
large networks of systems are built up, and compatible operations in communi- 
eations and interrelated function becomes a paramount consideration. Long 
negotiations between services, and between nations, are sometimes required to 
thrash out details. Such negotiations are proper only for the military services 
to conduct. Entry of a single prime contractor and his subcontractors into 
such negotiations would surely serve only to compound confusion. Yet the 
practice being discussed would do just that. 

(4) With industry, big industry, in control of operational weapon systems, 
it is only too easy with modern complex equipment to visualize the next war 
being fought by civilian and military personnel side by side on the firing line. 
It is said that all German V-2’s during World War II were fired by Ph. D. 
scientists. It is believed that such a personnel employment policy cannot be 
used in the Navy, which operates at sea. 


CONCLUSIONS 


It is concluded that the practice of contracting for the complete operational 
weapon system through a single prime contractor is not satisfactory for the 
following reasons: 

(a) No one concern is likely to possess within a manageable corporate di- 
vision all required talents. 

(b) The military services are isolated from the subcontractors, and are 
prevented from exercising direct control over subsystem design. 

(c) Military control over subsystem design is essential for satisfactory in- 
tegrations in overall systems in which a particular operational weapon system 
is itself only a part. 

(d@) The military services pay a profit or fee for prime contractor management 
of subcontractors, and at the same time lose the benefits of direct control over 
subsystem contractors. 

(e) Direct military control over both overall weapon systems and subsystem 
design is essential to insure adequate provisions for logistic support, including 
training. 

(f) Intolerable financial squeeze is placed by competing prime contractors 
on prospective subcontractors by demanding costly proposals before Govern- 
ment contract award. 

(g) Subsystem design will become subservient to the weapon system, stifling 
advancement in state of technical art. 
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(h) Price contractors would participate in interservice, even international, 
conferences in determining requirements, a function more properly reserved to 
the military. 

(i) Designs would not be under effective military control, and this country 
may be forced to fight the next war with Ph. D.’s at the controls. 

It is further concluded that a nondogmatic approach to weapon system plan- 
ning, design, engineering, and production is required whereby the military serv- 
ices and all contractors each perform functions carefully defined so that the 
jnterrelationships and interactions between them insure satisfactory integra- 
tion of all elements and subsystems into an acceptable overall operational 
weapon system. The military services reserve prerogatives of direct control 
over all elements and subsystems to extent necessary to insure adequate inte- 
gration into areawide operational systems, and logistic support, including train- 
ing. The weapon system prime contractor is assigned the function of technical 
integration of all subsystems into the overall weapon system, the scope of which 
is compatible with military design, control, logistic, and training responsibilities. 


RECOM MENDATIONS 


It is recommended that weapon system policy for the military services avoid 
dogmatic approaches, and that each weapon system be managed in such manner 
that direct control is exercised by the military over all elements and subsystems 
to the extent necessary to insure design, logistic, and training compatibility with 
overall military operations. It is further recommended that the function of 
technical systems integration be assigned wherever appropriate to weapon sys- 
tem prime contractors in a manner and scope compatible with military re- 
sponsibilities for design, logistics, and training. 

The above represents the personal opinions of Capt. E. C. Callahan, USN, com- 
manding officer and director, U.S. Naval Training Device Center, Port Washing- 
ton, N.Y., and not the official opinion of the Navy Department. 


APPENDIX XII 


“ATWOOD BACKS WEAPON SYSTEMS CONCEPT,” BY IRVING STONE 
(AVIATION WEEK, JUNE 22, 1959) 


ATWoop BacKs WEAPON SYSTEMS CONCEPT 
(By Irving Stone) 


Los ANGELES.—The weapon system concept will endure and its execution will 
continue to improve even more as progressive experience is gained, according 
to J. L. Atwood, president of North American Aviation, Inc. 

North American is prime contractor for the most advanced and complex 
manned weapon systems ever scheduled for the Air Force inventory—WS-— 
110A (B-70 intercontinental Mach 3 bomber) and WS-202A (F-108 long-range 
Mach 3 interceptor). 

Speaking generally, weapon system development will be accomplished faster 
and more economically, as time goes on, through ordinary improvement in man- 
agement techniques and other skills, Atwood told Aviation Week. 

Atwood is concerned about superficial opinions that there is some way to 
achieve something simple and final to solve the Nation’s defense problem. 
Everyone likes simplicity, he points out, but defenses and deterrents are dif- 
ficult and permanent problems. Scientific solutions must be sought for the dif- 
ficulties involved and this scientific knowledge continually applied, so that at 
the appropriate time it may be available for advanced weapons. 


STRATEGIC FIELD 


Atwood doesn’t believe that missiles will eliminate aircraft, or that any other 
single approach is the final end to the country’s efforts. He emphasizes that 
there must be in being and in development, in the strategic field, the best mis- 
sile that can be devised and the best manned intercontinental system which can 
be developed. And, in the air defense field, the best missile and the best 
interceptor which can be devised. 
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[f the pilities will be. Thus North American is not dependent on any new inventions 
eapon in turning out the B-70 weapons, which involves the present state of the art, or 
‘lares, moving out a bit beyond to a point which North American engineers feel they 
round ean reach without introduction of major uncertainties. In this way, the de- 


yelopment can be scheduled and budgeted confidently, Atwood maintains. 

This is in contrast to the development of the long-range ballistic missile, 
he points out, which went along at a relatively low rate for a number of years. 
State of the art here wasn’t comparable to that relevant to the case of the 
B-70 but, rather, many unknown frontiers remained to be pierced before reach- 
ing design and production status. Problems for the ICBM theoretically were 
pracketed in 1954, and large scientific groups were mobilized to resolve prob- 
Jems in the fields of astronomy, upper air physics, and many other areas before 
a status of practicality was achieved. At the same time, some weapon develop- 
ment was pushed. 

This was a much broader attack than that involved in the B-—70 intercon- 
tinental bomber. Atwood feels that a weapon system should not ordinarily 
be approached in this manner. 

Atwood contends that the scientific parameters must be kept in view and the 
fund of knowledge generated, through research on the elements in the various 
problem areas. This type of research—vitally important, he says—is conducted 
in universities, Government laboratories, and at contractor facilities. 

Acquisition of this basic scientific pool of knowledge, actually an elemental 
stage, though not necessarily a part of weapon system development, is the base 
or framework on which the weapon system is erected. When enough scientific 
progress has been made in the various areas involved, the weapon system 
reasonably can be scheduled. This is the normal approach, Atwood empha- 
sizes, in contrast to that which was involved in the development of ballistic 
missiles, an unusual approach which combined both basic research and develop- 
ment. 

For each new weapon system a new level of accomplishment in the field of 
basic research is required. But the weapon system development, Atwood 
emphasizes, should not be ‘required to carry along the basic scientifie work 
needed to attain the higher level of technical knowledge involved. Weapon 
system objectives, in turn, point the way to better scientific objectives, he 
declares. 
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COMPETITIVE APPROACH 


Atwood feels strongly about the competitive approach for weapon system 
design and development. This work is better adapted to our structure of indus 
try than any single “design bureau” concept, Atwood declares, although this 
type of establishment has great value in originating many good ideas, and does 
have a definite function. 
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Weapon systems today involve considerably more training of military per- 

sonnel. The contractor is more intimately associated with the training phase 

in the past because of the nature of the weapon system and its integra- 

tion by 2 single weapon system manager. Training becomes a more complete 

effort, more logically presented to operational people by the weapon system 
ger to develop their background skills. 

A broad picture of the weapon system concept and how it is implemented 

lily by a prime contractor, such at North American Aviation, was de- 
lineated recently by Atwood before the House of Representatives’ Armed Serv- 
jces Investigating Subcommittee (AW April 20, p. 31). , 

“Weapon system” may refer to any unit of military power, such as an air- 

ane or missile, together with all its related equipment, supporting facilities and 
skills required to maintain and operate it in combat. Weapon system contracting, 
as we know it today, Atwood pointed out, has been evolved to make possible the 
development of optimum defense equipment at minimum cost and leadtime in 
a period of rapidly accelerating technological progress. 

Uusing a simple approach to describe the implementation of a weapon system, 
Atwood emphasized that it is not ony the prime contractor who carries a large 
technical and managerial responsibility under the system development program. 
Through the system approach to equipment development, business principles of 
specialization and decentralization are used, bringing together in one large pack- 
age a number of related items of equipment. 

He emphasized that an important share of responsibility is borne by each 
of the first-tier major system contractors, and a proportionally declining share 
by each lower tier of subcontractors. 

The prime contractor assumes overall responsibility for coordinating the 
myriad technical decisions, taking inputs from the customer and from each of the 
major systems companies, evaluating all the factors that may affect optimization 
in a particular design area, and providing necessary design guidance to the 
system companies in order to achieve the optimization and balanced performance 
against schedule and cost considerations. The same process is repeated down the 
line through the successive tiers of subcontractors so that what might otherwise 
prove an impossible coordinative and technical management problem is logically 
distributed, assuming reasonable proportions at each level of the pyramid. 


SYSTEMS ADVANTAGES 


Broad advantages seen by Atwood in weapon systems contracting, to make it 
possible to procure today’s extremely sophisticated weapons within minimum 
time and cost limitations, include: 

Military service retains control of the weapon system program while giving 
sufficient latitude to the prime contractor to do the job. At every major step 
in the design and development phases, the military maintains a decision-making 
prerogative. A representative of the military service maintains residence sur- 
veillance over the program at the contractor’s plant. The same kind of mile 
stone reporting and cost-accounting required of the subcontractor is in turn 
required of the prime contractor, Atwood pointed out. But the prime contractor 
is given authority to deal directly with subcontractors in such vital areas as in- 
tegration and test of related subsystems. Problems arising from changes in 
specifications requiring changes in other components or systems may be handled 
directly between the contractors. 

Most advanced weapon systems possible are provided in any given time period, 
because design of a weapon system is permitted around a number of subsystems 
that are not yet fully developed. Under weapon system contracting, integra- 
tion begins in the design stage. Subcontractors are providing the most advanced 
projections in the system specialty that they can reliably schedule and their 
technical and managerial skill in making these projections materialize. Inno- 
vations appearing in industry during the developmental period may be fitted into 
the program more readily under the weapon system plan, because there is effec- 
tive machinery for fast coordination and integration of changes. In this way 
po ak pee a systematic means for utilizing the most advanced technical 

at are being made in the broad base of industrial and govern 

ment-sponsored research and development that is constantly being pushed in 
—e, Saeneines, nodes, navigation, armament, hydraulics, computers, and 
8, Atwood pointed out. He emphasized that weapon system 
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contracting is not contradictory to a broad base of technical development, but 
rather depends upon and proceeds from such a base. 

Responsibility for development of a weapon system is centered in an organ. 
ization familiar with production problems. Weapon system contracting, he said 
enables production problems to be faced and solved throughout the design and 
development stages, thus avoiding later compromises which would downgrade 
the performance of the weapon. 

Rapid advance of the state of the art is making it difficult to use standard 
subsystems and major components except within weapon systems of the same 
generation. Howeycr, in moving much farther into the area of small eop. 
ponents and parts, the weapon system contractor often is able to establigh a 
higher degree of standardization, Atwood said. 

Closer control of lead time is possible. Estimating the total effect requireg 
and knowing the time limits established by the military service, the weapon 
system contractor is able to plan the development cycle so that each subcop. 
tractor is using sufficient manpower and facilities to get the job done on time 
Also, a schedule of reports keeps the prime contractor alerted to possible delays 
and bottlenecks so they may be dealt with before they become emergencies. — 

Closer control of costs is possible. For the first time a single organization, the 
prime contractor, is cognizant of the entire cost of a weapon system program, 
Atwood emphasized. Also, in negotiating with a subcontractor on the estimated 
costs for a subsystem, the weapon system contractor will tend to be extremely 
realistic because of budgetary restrictions and the limited availability of funds, 
he said. In evaluating the subcontractor’s cost reports during the development 
period, the weapon system contractor is able to apply its own operating experi- 
ence. It knows what the subcontractor should be doing, and knows what steps 
must be taken to correct possible cost overruns, Atwood declared. e 


COST ASPECTS 


Elaborating on the aspect of costs relating to the B—70 and F-108, Atwood said 
phase I and phase II contracts covering the development of these weapon systems 
were necessarily of the cost-reimbursement type, because no basis exists for 
fixed-price bidding or negotiations. One of the contract tasks, he pointed out, 
is the preparation of specifications, which would be necessary in advance for 
the quotation of fixed prices. In the case of the B-70 and F—108 programs, North 
American is proposing a fee representing 614 percent of estimated costs, he 
revealed. 

It is anticipated that programs such as the B—70 and F-—108 would be shifted 
to some type of fixed-price contract as soon as circumstances permit. Fixed- 
price contracts probably will be possible earliest at lower subcontract tiers and 
for relatively standard items. As specifications become firmer and production 
experience is gained, the trend will be toward one of the various forms of price 
redetermination contracts, he declared. 

The type of contract at the first tier is determined by negotiations between 
seller and weapon system contractor, subject to approval of the Air Force's 
administrative contracting officer. Air Force approval also is required as to 
terms, conditions, costs, and profits of each procurement, either by the adminis 
trative contracting officer at the prime contractor’s facility or by a contracting 
officer at the subcontractor’s facility. 

In a typical subsystem competition, North American utilizes cost estimates 
furnished by the bidders as a basis for evaluation of the cost factor and as an 
element of the total cost. In the instance of competitions for airframe struc 
tural components, North American utilizes comparative rate information from 
the various bidders as a basis for evaluation, and projects the estimated total 
costs on the basis of its own calculations of the hours of efforts required. This 
technique is necessary, Atwood pointed out, because the programs would be de 
layed considerably if North American waited for the structural designs that 
would be required by the bidders in order to estimate the hours of effort in- 
volved. 

With regard to terms of a contract relating to cost allowances covering exect- 
tive salaries and other indirect costs, North American is guided by applicable 
Government procurement regulations and directives. If an agreement already 
has been reached between seller and Government as to the seller’s rate of in- 
direct costs, this rate is accepted. If not, such an agreement will be negotiated 
with the seller, subject to approval of the contracting officer. 
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SYSTEM CONTRACTING BENEFITS 


Some specific examples, in terms of developmental progress, offered by Atwood 
to illustrate benefits of weapon system contracting as applied to B-70 and F—108, 
Percale packaging: This would be virtually impossible without the weapon 
system concept. Under this concept, Atwood declared, obligation does not exist 
to accept electronic subsystems in the particular shape and form already exist- 
ing. Instead, general design of all equipment is established at the beginning to 
sive optimum performance to the weapon system, and each contractor develops 
his equipment to conform to that design. In the electronic packaging concept 
applied to both the B-70 and F108, all items are accessible for maintenance by 
means of pull-out units of a few standard dimensions. © Phe central bay is 
eooled by the same environmental control system that maintains “shirt-sleeve 
conditions in the crew cabin. In the B—70, the equipment is readily accessible 
from a central aisle for inflight repair. Many of these units have standardized, 
easily replaceable modules which are attached by integral plug-ins to the unit 
chassis. In event of a malfunction, the system has a built-in capability of dis- 
covering and indicating the faulty component, which can then be discarded, and 
in some instances replaced in flight with another from the stock carried on board. 
This electronic packaging concept, Atwood declared, will make possible a degree 
of reliability that is unattainable in any unmanned vehicle and higher than ever 
has been attained before in a mar=ed weapon system. 

Central air data system. This is brought to higher refinement in the B-70 and 
F-108 than ever before. Without the weapon system concept, it would be impos- 
sible to make best use of central air data system, Atwood said. 

Instrument panel makeup to eliminate duplicative functions. There are four 
control and display consoles in the B-70 and two in the F—-108, Atwood said. 
Each console has been subjected to a careful integration to combine functions 
wherever possible. Thus, in the pilot’s console on the F—108 the various functions 
of the fire control and mission and traffic control systems utilize an integrated 
set of instruments with a single control head for channel selection and a mini- 
mum of dials and indicators. In the bombardier-navigator’s console on the B—70, 
such varied functions as the arming of the weapon, terrain avoidance and station- 
keeping and rendezvous are accomplished through the same kind of integrated 
instrumentation, he said. This consolidation, repeated for other related groups 
of equipment, provides more efficient use of crew compartment space, saves 
weight and simplifies work of the crew members. 

Common solution of operating problems. This is another aspect of integrated 
weapon system development, Atwood pointed out. One example is protection 
against radiation. Questions involved relate to overall shielding for equipment 
or use of radiation-resistant components. The best solution from the standpoint 
of effectiveness and weight-saving is determined for the entire weapon system, 
he said, and the specifications of the subsystems are drawn accordingly. Vibra- 
tion presents another problem that can be solved in this manner. Vibration origi- 
nating in the engine installation may be injurious to many delicate parts and 
assemblies. This effect is minimized at the outset, Atwood said, by locating the 
more delicate equipment as far from the engines as possible. With respect to 
the remaining vibration factor, a common solution is sought to provide an opti- 
mum design compromise, rather than leave to each design company the provi- 
sion of separate vibration-proofing for its particular subsystem. 

Cooperative development of new manufacturing methods. Use of honeycomb 
sandwich material poses new brazing and welding problems, Atwood pointed 
out. Since these problems are common to a number of systems subcontractors, 
North American has established a manufacturing development program that 
not only applies its best engineering talent to these and similar problems but 
also invites the help of systems subcontractors and potential subcontractors. 
Thus, an improved method for constructing surface panels would be communi- 
cated to other companies which have been contracted to design and build major 
sections of the B—70 and F-108 structures. Specific problem in connection with 
a method of welding tapered metal panels was to find a means of tapering the 
longitudinal weld to conform to the close tolerance requirements. Atwood 
declared that North American’s manufacturing development program has come 
up with an answer appearing to be a practical welding technique. This process 
is being passed on to the appropriate subcontractors to facilitate attainment of 
common objectives. 
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Cooperative testing. North American has established a cooperative test pro- 
gram that brings together the various subsystems for testing at the earliest 
opportunity. It employs a joint test program in the laboratory, in cooperation 
with representatives of the system contractors so that two or more systems 
may be operated together and major inconsistencies ironed out before going to 
the expense of flight tests. Also, a thorough testbed program will be conducted 
using the Convair B-58 Hustler as the air vehicle. This telescoping of programs 
should permit a substantial saving in both leadtime and costs, since it obviates 
the need to wait for completion of the F—108 or the B-70 prototypes for flight 
testing. To maintain surveillance over the entire test picture, Air Force hag 
established a joint task force which will check the progress and validity of the 
contractor tests, provide all necessary customer aid and evaluate the operationg} 
capability which has been disclosed by the tests. 

Outlining the painstaking effort in the selection of subcontractors for the 
B-70 and F-108, Atwood said the first step was listing qualified bidders, utilizing 
recommendations from North American’s own organization, studying listings ig 
trade directories, getting suggestions from various Air Force development 
laboratories and direct requests from suppliers. These potential subcontractors 
were evaluated and the list narrowed to a qualified bidders’ list. In this 
process, North American sent out survey teams to inspect potential subcontrae 
tors in about 100 cities. Survey teams included personnel qualified in engi- 
neering, manufacturing, quality control, purchasing and industrial engineering, 
The teams reviewed and reported on matters such as adequacy of plant facilities, 
management capabilities, engineering capabilities, rejection records, cost re 
duction records, reliability records, geographic location and financial standing, 

Reports were reviewed by a source selection board consisting of heads of engi- 
neering, manufacturing, material, purchasing, quality control, weapon system 
contracting, and weapon system management activity. Resulting qualified 
bidders list was sent to Air Force’s Weapon System Project Office for con- 
currence. 

After approval of the qualified bidders’ list, bidders were called to a conference 
on the subsystem concerned. North American has held a total of about 30 of 
these conferences on the two weapon system programs, with an average of about 
10 companies represented at each conference, Atwood said. The mortality rate 
in the early stages of the competitive process averaged about 40 percent—4 out 
of 10 companies dropped out of the competition for various reasons and did not 
submit bids. The total number of bids actually submitted for the major sub 
systems of both the B—70 and F—-108 was 190, Atwood revealed, and the number 
of bids in each subsystem category ranged from 3 to 31. North American's 
policy, he said, is to accept a bid from every company submitting one even 
though it is not on the qualified bidders’ list. 

Proposals were reviewed carefully by individual evaluation committees quali- 
fied to judge the various key factors, including technical design, technical ¢a- 
pability, production capability, probable cost and program management capabil- 
ity, involving a substantial cross section of North America’s management 
organization. Thus, in the evaluation of production capability of the various 
bidders for structural subeontractors, North American had 117 top manufactur- 
ing line supervisors and specialists working 60 hours a week for a period of 3 
weeks, Atwood declared. 

Combined recommendations of the evaluation committees were submitted to 
North American’s source selection board, whose choices finally were reviewed by 
Atwood and by various echelons of the Air Force, coordinated through the 
Weapon System Project Office. 

In addition to North American’s weapon system coordination responsibilities 
on the B-70 and F-108 programs, it is performing design and fabrication of 
about 30 percent of the B-70 airframe components and 35 percent of the F-16 
airframe components. North American’s Autonetics Division is developing the 
automatic flight control subsystems for both aircraft. This division received 
the business because it was ranked at the top technically and satisfied both 
North American’s source selection board and the Air Force that it could do the 
job at lower cost than any of the other seven bidders, Atwood pointed out. By 
comparison, he mentioned that the B-70’s auxiliary gyro platform subsystem was 
awarded to Sperry Gyroscope as subcontractor, in a competition in which the 
board ranked North American’s Autonetics Division proposal as fifth. 

North American will have at least one resident representative at each sub 
contractor’s plant, Atwood said, and the subcontractors in turn will have one or 
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more at North American’s facility. Through this representation technique 
egeh can be fully informed at all times concerning progress and problems of 
mutual concern. 

Detailed milestone reporting system for subcontractors has been devised by 
North American to enable it to spot quickly any potential bottleneck or delay 
before it becomes too serious. These milestone reports, reflecting actual accom- 
plishment against a predetermined timetable, will be supplemented by other 
technical reports as required by the subsystem or structural component. 


SMALL BUSINESS 


The small business program, as it relates to the B-70 and F-108 weapon sys- 
tem projects, was detailed by Atwood, who declared that as North American 

t into the weapon system prime contracting program it became apparent 
that its dealings with small business would include less direct contact than 
inthe past. He advanced these reasons: 

As weapon system prime contractor, North American, in effect, takes the 
place previously occupied by Air Force procurement personnel. Past experience, 
he said, indicates that only a relatively small percent of the dollar spent by 
the Air Force has gone directly to small business. 

Approximately 70 percent of the money spent on the B-70 and F-108 program 
will go to companies other than North American, including major system con- 
tractors who have a greater opportunity to deal directly with small business 
companies. 

Sennaly advanced technical nature of these weapon systems dictates that 
most of the major subsystems can be developed and produced only by relatively 
large companies. It is impracticable in most instances, Atwood said, to break 
down an entire weapon system directly into compOénents small enough to enable 
small business to compete at the first level. One of the primary objectives of 
the weapon system approach is to decentralize the development managerial load, 
he pointed out. 

Because of this, greater efforts were required to assure the continued full 
participation of small business in these advanced weapons through the other 
tiers of subcontracting, Atwood emphasized. He revealed that North American 
has taken these steps to expand its small business policies and procedures: 

New full-time corporate small business administrator has been appointed, 
whose responsibility is working with small business in fields of research and 
development contracting, advise and assist small business, work with small 
business administrators in the company’s divisions and those of the subcon- 
tractors, working with representatives of Small Business Administration, and 
working with small business specialists in the Department of Defense. 

New small business administrators have been appointed at each North Amer- 
ican division. These men have a level of responsibility equal to that of the chief 
purchasing agent. They are separated from control of the buying authority but 
are able to coordinate their efforts with it. Division small business administra- 
tors will give full hearing to each small business supplier, Atwood declared, guide 
them to the area of the company where their services will be of most value, and 
follow through to see that the small business supplier is given equal and fair 
consideration. 

New control record has been established, which assures consideration of small 
business in all direct procurement by North American. This checklist must be 
completed by each North American buyer on each transaction, and show whether 
the award went to small or large business, how many small business firms were 
solicited, if the award went to large business, what was the reason. This check- 
list was worked out in collaboration with Air Force procurement personnel, 
ie revealed, and is the first of its kind to be adopted by a defense con- 

ctor. 

Provisions have been made to assure that North American suppliers establish 
small business subcontracting programs. In addition to the “utilization of small 
business clause” in North American purchase orders, additional steps provide 
that all purchase orders and subcontracts of $500,000 or more require the sup- 
plier to establish a small business contracting program as described in the 
Armed Services Procurement Regulations. Also, each purchase order or sub- 
contract of $100,000 or more for support of the B-70 and F-108 programs re- 
quires that the supplier will furnish North American a quarterly report of all 
related small business subcontracts. Each supplier, in turn, agrees to insert the 
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same provision in all of its purchase orders and subcontracts of $100,000 OF more 
and agrees that reports received from such subcontractors will be furnishei 
North American. 

Special efforts are made to alert small business to potential contracting Oppor. 
tunities. All purchase orders or subcontracts exceeding $100,000 that appex 
to offer subcontracting opportunities are immediately reported by North ine | 
ican to the regional office of the Small Business Administration and to the sma 
business specialist of the appropriate branch of the armed services, so that 
can alert small businesses in the award areas to the potential contract opper. 
tunities. 

Estimate is that an ultimate requirement of about 5 million square feet » 
honeycomb core, costing approximately $147 million, will be required for ty 
B-70 and F-108 weapon systems. Atwood revealed that it is anticipated thy | 
most of this business will go to companies in the small business ‘category, or 
seven companies now supplying honeycomb core to North American, six are} 
the small business category, he said. Another field offering substantial gn 
business contracting opportunities is the Chem-Mill process for sculpturiny 
metal structures. 
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APPENDIX XIII 


REFERENCES TO CONGRESSIONAL HEARINGS AND REPORTS RELA 
TIVE TO TREATMENT OF SMALL BUSINESS CONCERNS IN CONNEC 
TION WITH GOVERNMENT PROCUREMENT, BY HARRY G. RITCHEY, 
HEAD, CONGRESSIONAL DOCUMENTS SECTION, AMERICAN LAY 
DIVISION, LEGISLATIVE REFERENCE SERVICE, THE LIBRARY @ 
CONGRESS, NOVEMBER 20, 1958, TOGETHER WITH THE TRANSMITTAL 
LETTER FROM HUGH L. ELSBREE, DIRECTOR OF LEGISLATIVE 


REFERENCE SERVICE 
THE LIBRARY OF CONGRESS, 
LEGISLATIVE REFERENCE SERVICE, 
Washington, D.OC., November 20, 1958. 
Hon. LEVERETT SALTONSTALL, 
U.8. Senate, 
Washington, D.C. 
Deak SENATOR SALTONSTALL: This is in reference to your request of Octobe 
9, 1958, concerning small business. 
Our research has revealed that there is one comprehensive law which deal 
with preferential treatment to small business in Government procurement # 
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such, namely, the Small Business Act of 1953 (title II, Public Law 163, 83d 

Cong., 1st Sess., 67 Stat. 232) as reenacted into separate law in 1958 (Small 

nsiness Act, 72 Stat. 384) and subsequently amended by Public Law 85-699 

698) . 

rer, sel are numerous policy statements covering this subject con- 

ed in a number of related laws. On this point, we refer you to the attached 

“References to Congressional Hearings and Reports Relative to Treat- 

ment of Small Business Concerns in Connection with Government Procurement” 

by Mr. Harry G. Ritchey of this Division, which lists these laws and 
indicates a number of such policy statements. 

With respect to the pertinent regulations, we respectfully suggest that the 
material on this subject in the Library is not so organized as to permit a 
thorough compilation within a reasonable period of time. We hesitate to un- 
dertake the compilation without further word from your office. 

Sincerely yours, 
Hueu L. Evssree, Director. 


REFERENCES TO CONGRESSIONAL HEARINGS AND REPORTS RELA- 
TIVE TO TREATMENT OF SMALL BUSINESS CONCERNS IN CON- 
NECTION WITH GOVERNMENT PROCUREMENT 


Public Law 413, 80th Congress ; 62 Stat. 21 


Armed Services Procurement Act of 1947. Section 2(b) lays down the policy 
that a fair proportion of the total purchases and contracts for the Govern- 
ment shall be placed with small-business concerns. 

Hearings 

Senate Committee on Armed Services. Armed Services Procurement Act 
of 1957. Hearings, 80th Congress, on H.R. 1366, a bill to facilitate pro- 
curement of supplies and service by the War and Navy Departments and 
the Coast Guard. June 24 and July 1, 1947. 

House Committee on Armed Services. To facilitate procurement of 
supplies and services by the War and Navy Departments. Hearings, 80th 
Congress, on H.R. 1366. January 13 and February 4, 1957. Sundry hear- 
ings Nos. 4 and 51. 


Reports 


House Committee on Armed Services. Facilitating procurement of sup- 
plies and services by the War and Navy Department. Report to accompany 
H.R. 1366. March 10, 1947. House Report 109, 80th Congress, Ist ses- 
sion. 

Senate Committee on Armed Services. Armed Services Procurement 
Act of 1947. Report to accompany H.R. 1366. July 16, 1947. Senate Re- 
port 571, 80th Congress, 1st session. 


Public Law 759, 80th Congress ; 62 Stat. 604 


Selective Service Act of 1948. Section 18(a): “* * * under any such program 
of national procurement, the President shall recognize the valid claim of American 
small business to participate in such contracts, in such manufactures, and in 
such distribution of materials, and small business shall be granted a fair share 
of the orders placed, exclusively for the use of the Armed Forces or for other 
Federal agencies now or hereafter designated in this section.” 


Hearings 


Senate Committee on Armed Services. Universal military training. Hear- 
ings, 80th Congress. March 17, 18, 22, 23, 24, 29, 30, 31, April 1, 2, 
948. 


>. ~ 


Reports 


Senate Committee on Armed Services. Selective Service Act of 1948. Re- 
port to accompany S. 2655. May 12, 1948. Senate Report 1268, 80th 
Congress, 2d session. 

House Committee on Armed Services. Selective Service Act of 1948. 
Report to accompany H.R. 6401. May 7, 1948. House Report 1881, 80th 
Congress, 2d session. 

Conference committee. Selective Service Act of 1948. Report to ac- 


company H.R. 6401. May 7, 1948. House Report 1881, 80th Congress, 2d 
session. 
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Conference committee. Selective Service Act of 1948. Conference Teport 


to accompany S. 2655. June 19, 1948. House Report 2438, 80th Congress the 
2d session. as 
Public Law 152, 81st Congress ; 63 Stat. $77 ai 


Federal Property and Administrative Services Act of 1949. Section 302(b): | Public 
“It is the declared policy of the Congress that a fair proportion of the total py. Smal 
chases and contracts for supplies and services for the Government shall jp policy 


placed with small-business concerns.” protect 
Hearings aa 
Senate Committee on Government Operations. Federal Property Act ¢ placed 
1941. Hearings, 8lst Congress, on 8.990. April 14, 1949. all eco! 
House Committee on Government Operations. Federal Property Act ¢ 
1949. Hearings, 8ist Congress, on H.R. 2781. March 24, 25, 31, April g He 
12, and 14, 1949. 
Reports : 
Senate Committee on Government Operations. Federal Property anj in 
Administrative Services Act of 1949. Report to accompany S. 2020. Juneg 
1949. Senate Report 475, 81st Congress, 1st session. ci 
Conference committee. Federal Property and Administrative Servicg co 
Act of 1949. Conference report to accompany H.R. 4754. June 28, 1949 a 
House Report 935, 81st Congress, 1st session. R 
Public Law 774, 81st Congress ; 64 Stat. 798 
Defense Production Act of 1950. Section 701(a) provides that it is the seng R 
of Congress that small-business enterprises be encouraged to make their greatest C 
possible contribution to achieve the objectives of this act. 
Hearings A 
House Committee on Banking and Currency. Defense Production Act of | : 


1950. Hearings, 8lst Congress, on H.R. 9176. July 24 and 25, 1950. 
Senate Committee on Banking and Currency. Defense Production Act of Public 
1950. Hearings, 81st Congress, on 8. 3936. July 24, 25, and 26, 1950. : See 
House Committee on Banking and Currency. Defense Production Act of chase: 
1950. Report to accompany H.R. 9176. July 28, 1950. House Report 2750, 


concel 
81st Congress, 2d session. 
Senate Committee on Banking and Currency. The Defense Production i 
Act of 1950. Report to accompany S. 3936. August 7, 1950. Senate Report 
2250, Sist Congress, 2d session. C 
Conference committee. Defense Production Act of 1950. Conference " 
report to accompany H.R. 9176. August 31, 1950. House Report 3042, Sist I 
Congress, 2d session. 
Public Law 96, 82d Congress; 65 Stat. 131 C 
Defense Production Act Amendments of 1951. Section 714 (a)(1). Iti , 
the sense of Congress that small-business concerns be encouraged to make the I 
greatest possible contribution toward achieving the objectives of the act. 
Hearings ( 
House Committee on Banking and Currency. Defense Production Ac I 
Amendment of 1951. Hearings, 82d Congress, on H.R. 3871, a bill to ament Pub 
the National Defense Production Act of 1950, and for other purposes, Part ubl 
1, May 8, 9, 10, 11, 14, 15, 16, 17, and 18, 1951; part 2, May 21-26, 28, 2, To 


1951; part 3, May 31, June 1, 4 5, 6, 7, and 8, 1951; part 4, October 9ani} “*' 
10, 1951. , aid, 


Senate Committee on Banking and Currency. Defense Production “| busir 





Amendments of 1951. Hearings, 82d Congress, on S. 1797, a bill to ameni that 
the Defense Production Act of 1950, and for other purposes. Part 1, May$ Servi 
9, 11, 14, 15, 16, 29, June 4 and 5, 1951; part 3, May 31, June 1, 4-4, 7, 1951; tenal 
part 4, August 30-31, September 13, 14, 17-19 and 21 1951. -. 

8 
Reports the } 


House Committee on Banking and Currency. Defense Production At 
Amendments of 1951. Reports to accompany H.R. 3871. June 23 1% 
House Report 639, 82d Congress, 1st session. 
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> report Senate Committee on Banking and Currency. Amending and extending 

ongresg the Defense Production Act of 1950 and the Housing and Rent Act of 1947, 
as amended. Report to accompany 8.1717. June 21, 1951. Senate Report 
470, 82d Congress, 1st session. 


302(b) public Law 163, 83d Congress ; 67 Stat. 232 


tal por. Small Business Act of 1953. ‘Title II, section 202. “* * * It is the declared 
shall be | policy of the Congress that the Government should aid, counsel, assist, and 
tect insofar as it is possible the interests of small-business concerns in order 

to preserve free competitive enterprise, to insure that a fair proportion of the 

total purchases and contracts for supplies and services for the Government be 

' Act of placed with small-business enterprises, and to maintain and strengthen the over- 


all economy of the Nation.” 
inn : Hearings 
House Committee on Banking and Currency. Creation of the Small Busi- 
ness Administration. Hearings, 83d Congress, on H.R. 4090 and H.R. 5141, 
to create the Small Business Administration and to preserve small business 
rty and institutions and free competitive enterprise. May 14, 15, and 18, 1953. 
June § Senate Committee on Banking and Currency. Government lending agen- 
cies. Hearings, 83d Congress, on S. 892 and other bills to dissolve the Re- 
Services construction Finance Corporation and transfer its functions and to create 
8, 1949, a small business lending agency. May 20, 21, 22, 25, 26, and 27, 1953. 
Reports 
House Committee on Banking and Currency. Small Business Act of 1953. 
he sense Report to accompany H.R. 5141. May 28, 1953. House Report 494, 83d 
greatest Congress, 1st session. 
Senate Committee on Small Business. Establishment of Small Business 
Administration and liquidation of Reconstruction Finance Corporation. Re- 
Act port to accompany S. 1523. July 18, 1953. Senate Report 604, 883d Congress, 
7 at ist session. 
n Actot | Public Law 1028, 84th Congress ; 70A Stat. 127 
. Section 2301. It is the policy of Congress that a fair proportion of the pur- 
n Act of chases and contracts made under this chapter be placed with small business 
ort 2758, | concerns. 
oduction Hearings 
e Report Senate Committee on the Judiciary. Revision of title 10, United States 
Code, entitled “Armed Forces” and title 32, United States Code, entitled 
nference “National Guard.” Hearings, 84th Congress, on H.R. 7049. June 6, 1956. 
042, Sis Reports 


House Committee on the Judiciary. Revision of title"10, United States 
Code entitled “Armed Forces” and title 32, United States Code entitled 


). Itis “National Guard.” Report to accompany H.R. 7049. June 28, 1955. House 
nake the Report 970, 84th Congress, 1st session. 
t. Senate Committee on the Judiciary. Revision of title 10, United States 


Code entitled “Armed Forces” and title 32, United States Code entitled 
‘ “National Guard.” Report to accompany H.R. 7049. July 9, 1956. Senate 
tion - Report 2484, 84th Congress, 2d session. 
ws. Pat | Public Law 536, 85th Congress; 72 Stat. 385 
5, 28, 2, To amend the Small Business Act of 1953, as amended. Section 2(a) 
er 9ani; “** * It is the declared policy of the Congress that the Government should 
aid, counsel, assist, and protect, insofar as is possible, the interests of small- 
tion Act business concerns in order to preserve free competitive enterprise, to insure 
‘o amend that a fair proportion of the total purchases and contracts for property and 
1, May & services for the Government (including but not limited to contracts for main- 
7, 1981; tenance, repair, and construction) be placed with small business enterprises, to 
| Insure that a fair proportion of the total sales of Government property be made 
to such enterprises, and to maintain and strengthen the overall economy of 
| the Nation.” 
tion Act | 
23 1951. | 








576 MILITARY PROCUREMENT 


Hearings 


House Committee on Banking and Currency. Small Business Act. Hear. 
ing, 85th Congress, on H.R. 6645 and H.R. 7474. May 14, 15, 16, 17, 21, and 
22, 1957. 

Senate Committee on Banking and Currency. Credit needs of smal) busi- 
ness. Hearings, 85th Congress, on various bills to amend the Small Businegs 
Act of 1953, as amended. Part 1. June 3, 4, 5, 6, 10, 11, 13, 18, and 99 
1957 ; Part 2. May 23, 1957. , 


Reports 


Senate Committee on Banking and Currency. Small Business Act, Re- 
port to accompany H.R. 7963. June 16, 1958. Senate Report 1714, s5 
Congress, 2d session. ‘ 

House Committee on Banking and Currency. Small Business Act. Re 
port to accompany H.R. 7963. June 13, 1957. House Report 555, s5t, 
Congress, 1st session. 


SELECT COMMITTEES ON SMALL BUSINESS 
I. HEARINGS 


House Select Committee on Small Business. Small business program of the 
Department of Defense. Hearings, 81st Congress, 2d session, pursuant to House 
Resolution 22. June 8, 1950. 

Senate Select Committee on Small Business. Small business and procure 
ment, Department of Defense. Hearings, 8lst Congress, 2d session, on partici- 
pation of small business in Government procurement. June 19, 1950. 

Senate Select Committee on Small Business. Small-business participation 
in the military procurement program. Hearings, 82d Congress, 1st session, on 
problems encountered by small-business concerns endeavoring to obtain defense 
contracts. May 21, 23, 24, 28, 29, 1951. 

Senate Select Committee on Small Business. Small business problems in the 
mobilization program. Hearings, 82d Congress, Ist session, on impact of mobil- 


ization program on small manufacturers and fabricators. July 14 and 16, 1951, | 


Senate Select Committee on Small Business. Small business programs.of the 
National Production Authority. Hearings, 82d Congress, 1st session, on small 
business programs of the National Production Authority. October 4, 1951. 

Senate Select Committee on Small Business. Small business participation in 
military procurement. No. 3 hearings, 82d Congress, 2d session, on plant expan- 
sion. January 30 and 31, 1952. 

Senate Select Committee on Small Business. Small business participation in 
military procurement. No. 4 hearings, 82d Congress, 2d session, on the admin- 
istration of Public Law 921, 8ist Congress, an act whereby the Department of 
Defense received authority to grant relief to contractors suffering hardships 
under fixed-price contracts. February 13 and 14, 1952. 

Senate Select Committee on Small Business. Military procurement No. 5. 
Hearings, 82d Congress, 2d session, on participation of small business in mili- 
tary procurement. April 28, 29, May 2, 5, 6, and 8, 1952. 

Senate Select Committee on Small Business. Small-business participation in 
military procurement. Joint hearings before the Select Committee on Small 
Business, U.S. Senate and Select Committee on Small Business, House of Rep 
resentatives, 82d Congress, Ist session, on participation of small business in 
military procurement. May 7, 8, 14, 15, and 16, 1951. 

Senate Select Committee on Small Business. Military procurement. Hear- 
ings, 83d Congress, 1st session, on participation of small business in military 
procurement. March 5 and May 4, 8, 9, 11, 13, 14, and 15, 1953. 

Senate Select Committee on Small Business. Military procurement program, 
1954. Hearings, 838d Congress, 2d session, on participation of small business 
in military procurement. March 17, 19, 24, 25, 31, April 2, 7, 8, 18, and 14 
1954. 

Senate Select Committee on Small Business. Small Business Administration. 
Hearings, 84th Congress, 1st session, on progress report of Small Business 
Administration. March 21, 1955. 
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Senate Select Committee on Small Business. Military procurement, 1955. 
84th Congress, 1st session, on participation of small business in mili- 
procurement. April 20, 21, 22, 25, May 4 and 5, 1955. j 

Senate Select Committee on Small Business. Military procurement, 1956. 

Hearings, 84th Congress, 2d session, on small business problems in military 
ent. January 9 and 10, 1956. 

Senate Select Committee on Small Business. Small Business Administra- 
tion, 1956. Hearings, 84th Congress, 2d session, progress report of Small Busi- 
ness Administration. April 18 and 19, 1956. 

Senate Select Committee on Small Business. Government procurement, 1956. 
Hearings, 84th Congress, 2d session, on small business policies and programs of 
Government agencies. March 28, 29, May 22, 23, 24, June 26 and 27, 1956. 

Senate Select Committee on Small Business. Government, 1957. Hearings, 
sith Congress, Ist session, on case studies in Government procurement. March 
11, 12, and 13, 1957. 

Senate Select Committee on Small Business. Small Business Administra- 
tion, 1957. Hearings, 85th Congress, 1st session, annual review of the activi- 
ties of the Small Business Administration. March 14, 15, 1957. 

Senate Select Committee on Small Business. Small-business participation in 
Government procurement, 1957. Hearings, 85th Congress, lst session, on small- 
pusiness policies and programs of Government agencies. June 25, 26, 28, July 
11, 12 and 30, 1957. 

Senate Select Committee on Small Business. Small Business Administra- 
tion, 1958. Hearings, 85th Congress, 2d session, on annual review of the activi- 
ties of the Small Business Administration. March 25, 1958. 

Senate Select Committee on Small Business. The role of small business in 
defense missile procurement, 1958. Hearings, 85th Congress, 2d session, on 
the participation of small business in the missile, rocket, and outer space ex- 
ploration programs of the Department of Defense. April 29, 30, and May 1, 
1956. 


Senate Select Committee on Small Business. Small-business participation 
in Government procurement, 1958. Hearings, 85th Congress, 2d session, on 
small-business programs, policies, and procedures of governmental agencies. 
July 23 and 24, 1958. 

Il, REPORTS 


House Select Committee on Small Business. Progress report, 1st session, 
of the Select Committee on Small Business, House of Representatives, 81st 
Congress, pursuant to House Resolution 22, February 2, 1950. House Report 
1576, 81st Congress. (Pt. 1, pertains to Government procurement.) 

Senate Select Committee on Small Business. Report of the Select Com- 
mittee on Small Business, U.S. Senate (8ist Cong.). January 15, 1951. Senate 
Report 2, 82d Congress. (Ch. VI pertains to participation in Government pro- 
curement by small business. ) 

Senate Select Committee on Small Business. Small business participation 
in military procurement. Report from the Select Committee on Small Busi- 
ness. June 21,1951. Senate Report 469, 82d Congress, 2d session. 

Senate Select Committee on Small Business. Military procurement. Report 
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“SMALL BUSINESS TRENDS WITH PARTICULAR REFERENCE TO Goy.| Ma: 
ERNMENT PROCUREMENT,” ECONOMIC DIVISION, LEGISLATIE| 
REFERENCE SERVICE, THE LIBRARY OF CONGRESS, FEBRUARY,| 


—_—_— 


1959 — 
THe Liprary ofr CONGRESS As 

LEGISLATIVE REFERENCE SERVICE, a 

Washington, D.C., February 4, 1059. iN 

To: Hon. Leverett Saltonstall. ‘A 
From: Economics Division. Sot 
Subject: Small Business Trends With Particular Reference to Governmat) 
Procurement. F 


(Attention Mr. David B. H. Martin.) 


The attached report, “Small Business Trends With Particular Referens; Not 
to Government Procurement,” was prepared in response to your request fo sinc 
indicators of the position of small business in the national economy and with ac 


respect to Government contracts. lati 
It is not possible to deduce from the trend of the participation of smal has 
business in Government procurement what its trend in the national economy I 


will be. It is quite possible for the volume of private business as well asthe} fhe 
volume of Government business being undertaken by big business to rise,or mal 
fall simultaneously. Government business on the whole constitutes sucha} 298 
small fraction of total business of the economy, that fluctuations in its volume ice 
can be more than offset by fluctuations in economic activity generally. Abi jn, 
though aggregative statistical evidence is lacking, enough individual instances | 

have been known to warrant the hypothesis that in case of cutbacks in Gor Bus 
ernment procurement, subcontractors are likely to suffer, prime contracton 4 
in such circumstances tending to undertake themselves work which they woul bus 
otherwise subcontract. Conversely an increase in Government contracts tend firn 
to mean more business for subcontractors, as prime contractors with larg ove 
orders are more willing to subcontract portions thereof. ing 


SmaLtL Business TRENDS WITH PARTICULAR REFERENCE TO GOVERNMENT | 
PROCUREMENT | 


This report is designed to indicate in summary fashion the most recent avail 
able statistics on the role of small business in the national economy, with 
particular reference to its position in Government procurement. It shoul 
be noted at the outset that a principal and largely insurmountable difficull 
concerns the lack of agreement on the definition of small business, variow 
definitions being used for various purposes. Thus for example statistics tr 
lating to Government procurement are not strictly comparable to data # | 
profits of large and small corporations. 
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Number of businesses 
In view of the fact that well over 95 percent of all businesses are con- 
small businesses by virtually all accepted criteria, the number of 
pusiness establishments provides one measure for the role of small busitiess 
in the economy. Table I shows the number of businesses in the United States 
and other related data for selected years from 1900 through 1958. 


masiz I.—Number of firms, new and discontinued firms, and ratio of firms to 
population, 1900-58 


ee 


Number of Number of 
firms in New busi- | Discontinued Human firms per 
operation ! nesses businesses | population * | 1,000 human 
population 

I conccocecennnn-no--eenes 3 1, 650, 000 (4) (4) 76, 094, 000 21.7 
3 2, 090, 000 (4) (4) 92, 407, 000 22.6 
1990....------------------------- § 2, 570, 000 ‘ (*) 106, 466, 000 24.1 
1900......-.---------------------- 5 2, 993, 700 (4) (4) 123, 188, 000 24.3 
a ecerennuarevogons 3, 318, 900 275, 200 318,100 | 132, 122, 000 25.1 
SE iribacnncenceceasacessnee 4, 008, 700 348, 200 289,600 | 151, 683 000 26. 4 
i fn oSacecqccoaseuce= 4, 121, 300 363, 900 306, 300 157, 028, 000 26. 2 
et ieeencnccensunndeee 4, 185, 300 334, 200 330, 600 162, 417, 000, 25.8 
SE at cecnnpcnaneumanel 4, 245, 200 380, 800 337,000 | 168, 176, 000 25.2 
ec inancsuncscsesacnes 4, 289, 000 365, 600 332,000 | 171, 196, 000 25.1 
198. <.2.<---..---------------2-- 4, 322, 700 (*) (4) 174, 064, 000 24.8 





1 As of Jan. 1, except as noted. 
t Population of the continental United States, including Armed Forces overseas, as of July 1. 


310 averages, centered. 
‘Not available. 
+ Average of end-of-quarter estimates centered at June 30. 


So : U.S. Senate, Committee on Small Business, “Statistical Information on Small Business, 
1958.” U.S. President, ‘Economic Report of the President, January 1959.” 


From this table, it can be seen that some of the frequently uttered warnings 
as to the impending decline of small business are premature, to say the least. 
Not only has the number of small. business shown a generally upward trend 
since the turn of the century, but the number of businesses per capita has shown 
a considerable degree of stability. The number of firms per 1,000 of U.S. popu- 
lation showed an increase from 21.7 in 1900 to 26.4 in 1950. Since 1950 there 
has been a gradual decline to 24.8 at the beginning of 1958. 

It should be noted that within the total number of business establishments 
there have been significant shifts among various components. The number of 
manufacturing firms has declined from a peak of 329,600 on June 30, 1952, to 
308,600 on December 31, 1957. Offsetting this there were increases in the serv- 
ice industries (from 740,400 to 768,100 during the same 514-year period) and 
in contract construction (from 414,000 to 486,700 during the same period). 


Business failures 


A second indicator of small-business trends may be found in the rate of 
business failures. Business failures, too, are concentrated heavily among small 
firms. The number of failures among firms with liabilities of $100,000 and 
over has never been as much as 10 percent of all business failures. The follow- 
ing table gives the failure rate since 1900. 
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TaBLeE Il.—Rate of business failures per 10,000 firms, 1900-58 


Failure 
Year: rate | Year—Continued rate 

Reet 3) ee os ok a2t 92 10002. 12 | 
DSA Sema diets ak 90 3008 ee 133 
RR citer 2 Le 93 9008 154 
eaten tia ieialiadleiriniaeei 94 1968.2 pee neepeangueiine 100 
ds eee et 92 1 ETT 61 
RGR bok 6 a oe Se a SS 85 Sie ccecencincee 62 
see eke ster ceaittebenbaceeesd 7 ee 48 
Se ark aera 83 PD estates newenenavstinanasialie ee 48 
RASPES roe ror ey ae ere 108 | 61 
EE 87 IEE (2h cc naisectiicneib al aula 10 
SEs Tee eee mere 84 BOD. ooh enemies ry 
Ne iets bia siGiahdlctipiden 88 BEE sietanneo annonce 55 
A a oh 100 I 45 
ie ht Si tcneiaehcectbnaiensinaits 98 | 6 
| RA Te cre 118 IL inceonenenimcccemennengln : 
SUNN isdictttie ninth: <ateniccbatenteanianinenediotoen 133 7 4 
"tre 2h 100 I scnineiesneonapstenenesnmeeanaeiann 5 
aise Rath Oe 80 Se 14 
I a ees kB 59 Re an tndiis Sens incest ccc 20 
ial hale hh ahswiiiscdiiacusynitatlmsaes 37 I hess caesenstyeverenenvoeneecenmiaineean $4 
Oe 48 I csanspusbarimadoneeepesephdeienaemecamae 34 
ae 102 I ines sce eeeminermaigeneg ee 81 
he biatch ancn sacisecctin ds Eeciictaad 120 Pista ois denen eenenrennichnp ieee 4 
eee ae 93 IGUO <n nnn s stein 88 
ae a 100 I icici wen tinea ine 42 
i a 100 FE ices instsietnseninicsemnnenentnnanieae 42 
le a a ade 101 iene pgs eng i 48 
I Aa ee 106 SUIS sak chai cestnnivncraice cts seen 52 
Ale ade er os St . 109 ROB a ss ns Bo nil panne 56 
NN a Siiiaii icra bitchin set cotta 104 


Source: U.S. Senate, Committee on Small Business. Statistical Information on Small 
Business, 1958. 


Small business share in national income 


No statistics are available on the proportion of gross national product or 
national income contributed by small business establishments. However, an 
attempt is made in table III to show the changing share in national income taken 
by the income of one category of business which is comprised almost entirely of 
small enterprises, namely unincorporated enterprises. The share of income of 
unincorporated enterprises in the national income has ranged, since 1929, from 
a low of 7.3 percent in 1932 to a high of 12.7 percent in 1946. Since the high 
of 1946, there has been a gradual decline to 8.6 percent in 1958. 
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TaBLE I1I.—Income of unincorporated enterprises’ as related to national income, 
1929-58 


ee ee Pe ee ee ee ee ee 


Total Income of un-|} Income of un- 
national incorporated | incorporated 
Year income enterprises enterprises 
(billions of (billions of as percent 
dollars) dollars) of national 
income 
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1 Income of unincorporated enterprises measures the monetary earnings and income in kind of sole pro- 
prietorships, partnerships, and producers’ cooperatives from their current business operations, other than 
the supplementary income of individuals derived from renting property. Capital gains and losses are 
excluded and no deduction is made for depletion. 


Source: Economic Report of the President, January 1959, table D-9. 





Profits of large and small manufacturing corporations 


The only nationwide statistics on financial operations of corporations by 
size of company are those for manufacturing corporations published jointly by 
the Federal Trade Commission and Securities and Exchange Commission in 
quarterly financial reports for U.S. manufacturing corporations. 

Table IV, derived from these reports, shows a comparison between the profits, 
after taxes, of corporations with assets under $1 million, and of corporations 
with assets over $1 million from 1947 through 1957. 


Tas_eE 1V.—Profits of manufacturing corporations by asset size (after tawes) 


























Assets under $1 million Assets over $1 million 
Year Profits as a Rate of Percent Profits as Rate of Percent of 
percent of profit on of total & percent profit on total 

sales stockholders’ | manufactur- of sales stockholders’ | manufactur- 

equity ing profits | equity ing profits 
1947___ 4.7 16.3 9.5 > 15.5 90. 5 
168 3.7 12.6 | 6.4 74 | 16.3 93.6 
1949... 2.3 7.0 4.6 6.3 | 12.0 95.4 
bth tienen oi 3.9 12.5 5.8 7.5 | 15.7 | 94.2 
1951... . 2.3 9.0 | 7.4 5.4 12.5 | 92.6 
1952. _. 2.0 | 7.9 | 7:3 4.7 | 10.6 92.7 
1953... 1.8 | 7.1 | 5.8 | 4.7 10.8 94.2 
1954.. 1.4 | 5.4 4.3 | 5.0 | 10.3 95.7 
1955. 1.9 7.5 4.5 | 6.0 | 13.0 95.5 
1956... peal 2.2 10.4 6.1 | 5.8 | 12.4 93.9 
1957... Ey 7.6 | 4.7 | 5.4 11.2 95.3 





Sources: U.S. Congress. Senate. Committee on Small Business. Statistical information on small busi- 
ness. U.S. Small Business Administration. 10th semiannual report. 





582 


MILITARY PROCUREMENT 


This table shows clearly the relatively greater profitability of the larger over 
the smaller companies whether measured on the basis of percentage of saleg 
or as a rate of profit on stockholders’ equity. On the basis of percent of sal 
the profits of small business firms (those with assets under $1 million) have 
tended to decline from 1947 through 1957 and over this 11 year period have 
averaged 2.5 percent, compared to a profit of 5.9 percent of sales for corpora. 
tions with assets of over $1 million. 

Similarly the rate of profit on stockholders’ equity averaged 9.4 percent for 
manufacturing corporations with assets under $1 million, and 12.8 percent for 
those with assets of over $1 million. 


Small business and military procurement 


Ever since the outbreak of World War II, there has been an acyte concern 
with the role of small business in military procurement. It has been widely 
recognized that small business firms possess a substantial productive potential 
that has not always been sufficiently utilized by the procurement officials of the 
Department of Defense. Statistics have become increasingly detailed within 
recent years showing more and more accurately the overall role of small busi- 
ness in defense procurement. 

The statistics which have been the most widely used for several years are 
those indicating the value of military prime contracts awarded to small bugi- 
ness. A summary of this information is contained in table V. 


TaBLE V.—Awards of military prime contracts to small business,’ fiscal years 




















1951-58 
Net value of Net value of 
Net proceeds “potential” | military prime | Awards to small| Awards tosmal] 
of all military | procurements |contract awards] business as a business as a 
Fiscal year prime contract | for whichsmall| to small busi- | percent of all percent of 
awards (in mil- |business is qual-| ness (in mil- military con- “potential” 
lions of dollars)| ified (in mil- | lions of dollars) tracts procurements 
lions of dollars) 
Peeateraaacranionnin i + esd 
1958... aa — 21, 827 24,472 | 3, 729 17.1 261.9 
1957... 19, 133 4, 969 3, 783 19.8 50.1 
1956... 17, 750 4, 224 3, 475 19.6 63.0 
1955. . .-- 14, 930 4, 642 3, 214 21.5 60.2 
A ti eek aetinie 4 11, 448 4, 064 2, 902 25.3 7L4 
1953... 27, 822 6, 206 | 4, 608 16.6 1) 
1952. __ 41, 482 (3) 7, 066 17.0 @) 
1951... 30, 823 (3) | 6, 436 20.9 (°) 





1 For military contract purposes, a small business is defined as a “concern that (1) is not dominant in 
its field of operations and, with its affiliates, employs fewer than 500 employees, or (2) is certified as a small 
business concern by the Small Business Administration.”” (Armed Services Procurement Regulation, 
1955 edition, revision No. 37, 18 September 1958, 1-701). 

2 First 11 months of fiscal year 1958. 

3 Not available. 


Sources: U.S. Congress. Select Committee on Small Business. Statistical information on small busi- 
ness, 1958. Ninth annual report (86th Congress, Ist session, Senate Report No. 6). 


The Senate Small Business Committee in its report, “Small Business Partici- 
pation in Government Procurement, 1958 (85th Cong., 2d sess., S. Rept. No 
2505)” states that for the full fiscal year 1958, the percentage of prime contract 
dollars awarded to small business by the Department of Defense amounted to 
17.1 percent. The report further notes that for the 3-year period, 1955-57 
inclusive, the Department of Defense awarded 23 percent of its prime-contract 
dollars to five industrial giants. 

The principal reasons for the decline in percentage and dollar value of prime 
contract awards to small business in recent years, as set forth by the Small 
Business Administration, were “changes in the kinds of weapons and other 
material purchased by the Military Establishment. In general, there was @ 
decrease in construction, textiles, clothing and equipage, and other programs 
which provide major opportunities for small business participation in prime 
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contract awards, and conversely, there was a Significant increase in the propor- 
tion of awards for aircraft, guided missiles and other complex weapons whose 
development and production small business is not equipped to undertake under 
prime contracts.” * 

In recognition of the fact, as indicated above, that there are many types of 

procurement which are intrinsically beyond the capacity of small business, the 
rtment of Defense has, since fiscal year 1953, differentiated between con- 
tracts which are within small business potential and those that are not. The 
gmall business potential is defined to include all military procurement actions 
of $10,000 or more for which there are known small business sources and which 
ean be offered to small business after considering such factors as patent rights, 
delivery schedules, interchangeability of parts, etc. In addition, it is assumed 
that all procurement actions of less than $10,000 also are in the small business 
tential. Since this assumption is not strictly correct, the reports to this 
exent overstate the small business potential and understate the share of the 
tial awarded to small business. Table V also shows the value of those 
contracts which, as determined by the Defense Department, are potentially 
adapted to small businesses and also the percentage of this potential which has 
actually been awarded to small business. 

Particular concern has been expressed within recent years as to the small 
amount of research and development contracts which have been placed with 
small business concerns. Table VI shows this information for the last 3 fiscal 
years. 


Taste 1V.—Net value of military procurement actions with business firms for 
experimental, developmental, and research work in the United States, fiscal 
years 1956-58 











| 
| Small busi- | Small busi- 
Total (in nes share | ness share 





Fiscal year millions of | of total | as nerecent 
| dollars) |(in millions| of total 
of dollars) 
nascent ese Shiai I tanec isan |—-—- = - 
art Satis win abkd ao tcindniiinw base iiitiel due dela seraltis notin 2, 548 | 81 3.2 
1967... & i. 3, 033 131 4.3 
CE a ee ea a | 2, 404 141 5.9 





11st 10 months. 


Sources: U.S. Congress, Senate Select Committee on Small Business. Small Business Participation in 
Government Procurement—1957; ibid.—1958. 85th Cong., S. Repts 1170 and 2505. 


Comparable data are not available for earlier periods. The small percentages 
are due, of course, in large measure to the fact that research facilities of small 
business are relatively limited and that the bulk of military research and 
development currently is in the missile and aviation fields where investment 
requirements are so large as to preclude substantial activity by small businesses. 

Recognizing the fact that small businesses can contribute substantially to 
defense production by means of subcontracts, even in cases where they are not 
equipped to accept prime contracts, the Defense Department has within the past 
2 years attempted to determine the extent to which prime contractors have sub- 
contracted a portion of their work to other contractors, both large and small. 
The data available thus far are summarized in table VII. 





a Small Business Administration. ‘10th Semiannual Report, January—June 1958,” 
p. 19. 
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Taste VII.—Summary of reports of large prime contractors participating in the 
defense small-business subcontracting programs 


{Dollar amounts in thousands] 





July- January- July- alenday 
December J une” December i. 1987 
1956 1957 1957 (prelimi. 
nary) 
nnn 4 a 
Number of contractors reporting. -....................- 257 272 244 om 
ee 





Military contract receipts: 
































From military procurement agencies. --_______- ----| $6, 674, 030 | $7, 703,575 | $7, 397,069 | $15, 100, 644 
From business concerns (under subcontracts) - - ___- 1,220,208 | 1,393,815 | 1,311,712 2,705, 827 
S laeiteea:iehnadieiiiia caine ee 
(rachel ge ainsi lt Ae 7, 894,238 | 9,097,390 | 8,708,781 | 17,806 1m 
eS _———— —————_—S———— 
Military subcontract and purchase payments: 

To small-business comcerms.---__......-.--------.--- 1, 694, 944 1,867,328 | 1,782,214 3, 649, 549 
To other business concerns-..---- Faw earyengt ie ante 2, 728,846 | 3,022,556 | 3, 122,777 6, 145, 3% 
6 i Eitan ~ MSA Te ests Sh ls and 4, 423,790 | 4,889,884 | 4,904,991 6, 704, 875 

Percent of total receipts paid out to subcontractors: s ro 
To small-business contractors--.....-...-.-----.--- 21.5 20. 5 20. 5 05 
OE SI IIES..noreunscccsecacasncensosunn 34.5 33. 3 35. 8 a5 
a le catenins ee ahascandiiiadan eel 56.0 53. 8 56.3 58.0 














Note.—Includes reports received from all participating companies in all periods. An analysis of retumm 
for the Ist and 2d half of calendar year 1957 showed that 222 identical contractors reporting in both periods 
received $17,319,973,000 or 97.3 percent of total receipts of all 294 reporting companies. Payments by them 
identical contractors to small business totaled $3,505,560,000, or 96.1 percent of the total for all reporting 
companies. The small-business ratio for identical contractors was 20.2 percent. 


Source: U.S. Congress. Senate. Select Committee on Small Business. Small-Business Participation 
in Government Procurement, 1958. (85th Cong., 2d sess.. 8S. Rept. No. 2505, p. 5). 


APPENDIX XV 


CURRENT STATUS OF NATIONAL DEFENSE: A STUDY IN APPROPRIA- 
TIONS, ORGANIZATION, INEFFICIENCY AND WASTE, AND TRENDS IN 
ROLES AND MISSIONS,” BY JAMES D. THRELKELD, FOREIGN AFFAIRS 
DIVISION, LEGISLATIVE REFERENCE SERVICE, THE LIBRARY O? 
CONGRESS, SEPTEMBER 11, 1958 


SUMMARY 


During 1958, Congress voted almost $40 billion in the Department of Defense 
Appropriation Act for the 1959 fiscal year and enacted legislation designed to 
promote greater efficiency and alleviate interservice rivalry in the Military Estab 
lishment. Major items in the current program for defense expenditures include 
funds for the procurement of advanced strategic and tactical weapons (espe 
cially in the category of missiles), modern aircraft and naval vessels, and com 
plicated and elaborate equipment for air and missile defense and for supporting 
systems of advanced weapons, as well as accounts for the maintenance and opers 


tion of the programs of the Armed Forces, the expenses of personnel, and the | 


costs of research and development. These were responsible allegation of signi- 
cant instances of waste and inefficiency in the programs of the services fo 
personnel, pay for proficiency flying, medical care for dependents, research ani 
development, procurement, supply Management, aircraft spare parts, the oper 
tion and maintenance of the Reserve Fleet and certain defense installations, 
concepts and weapons for defense against aircraft, and the construction of the 
Air Force Academy. The continuing trends toward greater reliance on nuclei 
weapons and reductions in the manpower strength of the Army have raise 
important considerations in some quarters as to the adequacy of our defens 
posture to meet the needs of national policy. 
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SraTus OF NATIONAL Drerenses A STUDY IN APPROPRIATIONS, ORGANIZA- 
TION, INEFFICIENCY AND WASTE, AND TRENDS IN ROLES AND MISSIONS 


|. THE 1959 APPROPRIATION ACT FOR THE DEPARTMENT OF DEFENSE: GENERAL NATURE 


The 2d session of the 85th Congress voted $39,602,827,000 to finance the 

of the Department of Defense in fiscal year 1959. This total is a peace- 

time record and is over $5 billion more than the sum appropriated for the Depart- 

ment of Defense during the 1958 fiscal year. The 1959 appropriation reflects 

concern over the danger of small or limited wars and the progress which the 

Soviet Union has recently demonstrated in military technology, especially with 

to rocket propulsion, missile development, and submarine warfare, 

The 1959 Defense Appropriation Act divides the funds among the services as 

follows : 


MBB ono = = 3 nnn ene cn pene $8, 992, 859, 000 
Seer nei nner cers rentals ne menenesnaatiatinny ates ee 11, 359, 427, 000 
ER eae SEE a SRE ER xs Tae ha cage Ot ae 17, 877, 624, 000 
Office of Secretary of Defense and interservice activities_______- 853, 017, 000 


I. THE AMENDMENT TO THE NATIONAL SECURITY ACT WHICH AUTHORIZES CERTAIN 
CHANGES IN THE ORGANIZATION OF THE DEPARTMENT OF DEFENSE 


The last session of Congress amended the National Security Act of 1947 to 
provide for reorganizing the command and administrative structure of our de 
fense organization. The President stated that this enactment represents a major 
advance in our organization for defense. 

The reorganization act is intended to improve operational and strategic plan- 
ning by permitting the enlargement of the joint staff of the Joint Chiefs of Staff 
from 210 to 400 officers. It creates a new Director of Research and Engineering 
to centralize research and development in the office of the Secretary of Defense. 
It removes ambiguities in the operational command authority of unified com- 
manders over all forces assigned to their multiservice units. It preserves con- 
gressional surveillance of the individual services by retaining the right of the 
Chiefs and Secretaries of the service departments to present their complaints 
to Congress and by continuing the veto power of Congress over the transfer, 
merger, and abolition of functions within the separate services. It makes the 
service Secretaries responsible to the Secretary of Defense for the operation and 
eficiency of their Departments; the right of the Secretary of Defense to exercise 
“direction, authority, and control”. over the services is clarified. The stature of 
the Chairman of the Joint Chiefs of Staff is enhanced by giving him the power 
to vote on questions before the Joint Chiefs and to select the Director of the 
joint staff in consultation with the other Chiefs. 


Il. ANALYSIS OF DEPARTMENT OF DEFENSE APPROPRIATIONS FOR FISCAL YEAR 1959 * 


A. Office of the Secretary of Defense 


1. Advanced Research Projects Agency, $520 million: This is a new agency 
which is responsible for the research and development phases of advanced 
science .progress, including military satellites and other so-called outer space 
projects, the development of an antiballistic missile system, and such other spe- 
cial projects as may be designated by the Secretary of Defense. 

2. Salaries and expenses for the Office of the Secretary, $15,600,000. 

3. Office of Public Affairs, $417 million. 


B. Interservice activities 


1, Contingencies, $30 million: This sum provides the Secretary of Defense with 
funds to meet emergencies and extraordinary expenses arising in connection with 
confidential military purposes. 

2. Emergency Fund, $300 million. This appropriation provides flexibility to 
permit a more prompt exploitation of technological breakthroughs and to finance 





wan Law 85-724; H. Rept. 1830; S. Rept. 1987; H. Rept. 2503, all 85th Cong., 
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unexpected developments related to the research, development, test, and evajys. 
tion programs of the Department of Defense. 

3. Claims, $16,520,000. 

4. Retired pay, $640 million. 

5. Court of military appeals, $380,000. 


C. Department of the Army 


1. Military personnel, $3,550,961,000: Program for personnel and combat stry,. 
ture of the Army for fiscal year 1959: 


Manpower-.._..-.-------------~----------------------------------- $870, 009 
Di WiBac ho tei cde es ent ene 4 
Armored combat command.__.......~----.--~.-----~~--~~--~-~-~.--- 1 
Brigades, battle groups and regiments___------------------~-~-~--- - ii | 
act iced eceenaentnepeneeeeentinamenen-en-ereneentin ne on ann te vee torn ener 4 
Dr ae menee Mimnees NOG. — aaa ess secccs % 
Surface to surface air missile battalions__--------------~~-~----~----~-- 1 
Aviation helicopter companies___...-.-------------.--------------- 24 
Aviation cargo companies._.._.......-.--~----------.~------------~-- f 


2. Operation and maintenance, $3,078,208,000: This appropriation provides fo 
the day-to-day maintenance, operation, and administration of the Army. 

3. Reserve personnel, $222,759,000: This sum provides for a reserve of not leg 
than 300,000 men, 30,000 more than the administration programed in its budge 
estimate. 

4. Army National Guard, $342,093,000: This appropriation provides for s 
Guard of 400,000 men, 40,000 more than the administration requested in its 
budget estimate. 

5. Research and Development, $498,700,000: This program provides for such 
projects as antiballistic missile systems, battlefield missiles, atomic munitions 
mine warfare equipment, and communications and battle area surveillance, 

6. Procurement of equipment and missiles, $1,669,338,000: The procurement of 
all major equipment for the Army is provided through this account including 
the long lead-time materiel such as guided missiles, aircraft, weapons, ammuui- 
tion, vehicles, and facilities. This appropriation also provides modern equip 
ment to meet the needs of our Army in reorganizing for the contingencies of 
nuclear warfare. 

7. National Board for the Promotion of Rifle Practice, $300,000. 

8. Alaska Communications System, $5,500,000. 


D. Department of the Navy 


1. Military personnel, Navy, $2,520,720,000: This sum will maintain the Navy 
at an average strength of 626,234 men during the 1959 fiscal year. 

2. Reserve personnel, Navy, $90,098,000: This item will maintain the Naval 
Reserve at an average strength of 133,856 during the 1959 fiscal year. 

3. Navy personnel, general expenses, $85,442,000: This item includes numerow 
support activities relating to military personnel including training, recruiting, 
maintenance and operation of Navy and Naval Reserve facilities of the Bureauof 
Naval Personnel, the Naval Academy, and certain personnel support. 

4. Military personnel, Marine Corps, $660,692,000: During the 1959 fiscal year 
the Marine Corps will maintain three combat divisions and three aircraft wings 
with combat reinforcements and logistic support forces and an average manpower 
strength of 181,694. 

5. Reserve personnel, Marine Corps, $23,760,000: The average strength of the 
Marine Corps reserve for the 1959 fiscal year will be 45,275 men. 

6. Marine Corps Procurement, $25 million. 

7. Marine Corps troops and facilities, $173,117,000: This item provides for the 
housekeeping expenses of the Marine Corps. 

8. Aircraft and related procurement, $2,033,795,000: The aircraft procure 
ment program is designed to modernize and increase the combat potential of the 
naval air arm. The fiscal year 1959 program provides for the procurement of 
approximately 697 aircraft with emphasis on starting new advanced models 
Deliveries during fiscal year 1959 are estimated to total about 1,275 new modem 
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provement of an antisubmarine helicopter are also funded in the Navy’s pro- 
am. Additional Navy and Marine air squadrons will have guided missile 
bilities. 
7 Aircraft and facilities, $837,868,000: This appropriation contains funds for 
the operating costs of Naval and Marine aviation, including the Air Reserve, 
fuel, overhaul and maintenance of planes, and operation and maintenance of the 
Aviation Shore Establishment. During the current fiscal year, naval aviation 
will utilize about 10,300 aircraft of which approximately 8,300 will be in daily 
operating status. ‘ 

10. Shipbuilding and conversion, $2,069,400,000: The shipbuilding program for 
fiscal year 1959 includes new construction of 23 ships, consisting of 5 guided 
misisle destroyers, 7 guided missile frigates, 11 nuclear-powered submarines (6 
of which will be equipped to fire Polaris intermediate range ballistic missiles), 
and accelerated production of 3 submarines capable of firing Regulus missiles. 
Seven conversions are included, consisting of two guided missile cruisers, one 
nuclear submarine, one amphibious ship, and three auxiliary vessels. The 
antisubmarine warfare capability of virtually every ship in the Navy will be 
strengthened. Provision is also made for continued maintenance and limited 
modernization of a reserve fleet estimated to be 1,510 vessels. 

11, Ships and facilities, $780,408,000: This appropriation provides for the 
operation and maintenance of the active and reserve fleets and the supporting 
Shore Dstablishments. The program is to maintain the active fleet at 864 ships 
during the current fiscal year. The active fleet will be improved by the receipt 
of 27 newly constructed ships and 9 newly converted ships, including 2 attack 
aircraft carriers, 6 destroyers, 8 submarines, and 3 guided missile cruisers. 
There are approximately 1,510 vessels in the reserve fleet. 

12. Procurement of ordnance and ammunition, $602,535,000: This program has 
its major emphasis on increased guided missile and antisubmarine warfare 
material. It provides for procurement of a new antisubmarine warfare torpedo 
with increased capabilities. The program for guided missiles contemplates con- 
tinued procurement of missiles for air defense. 

18. Ordnance and facilities, $149,850,000: This item includes funds for the 
maintenance of ordnance stocks and facilities. 

14. Medical care, $89,598,000: This sum provides medical care and supplies 
for naval personnel and their dependents. 

15. Civil engineering, $125,554,000: This appropriation provides for technical 
engineering services to shore establishments and the operation and maintenance 
of Navy military construction activities. 

16. Research and development, $821,285,000: This appropriation provides for 
basic and applied scientific research and development, including the operation 
and maintenance of research facilities and equipment. The program for devel- 
oping the Polaris missile is a significant item herein. 

17. Servicewide supply and finance, $309,637,000: This appropriation provides 
for the operation and maintenance of such servicewide activities as supply depots 
and centers, purchasing offices, fleet fueling facilities, and regional accounting 
and disbursing offices. 

18. Servicewide operations, $118,985,000: This sum provides for the operation 
and maintenance of such activities as naval district headquarters, servicewide 
communications, naval missions, joint international projects, and procurement 
of electronics and communications equipment for servicewide use. 

19. Naval petroleum reserves, $1,683,000: This provides for exploration, devel- 
opment, and operation of naval petroleum reserves. 


BE. Department of the Air Force 


1, Aircraft, missiles, and related procurement, $6,643,475,000: This appropri- 
ation provides for the development and procurement of aircraft and guided 
missiles and for the industrial facilities and equipment necessary for the pro- 
duction of these weapons, and for the major modification of aircraft, missiles, 
and equipment in the existing inventory. The budget estimate calls for pro- 
curement of 972 aircraft, mostly in the category of high-performance jet fighters 
and fighter bombers, and for 39 B-52 intercontinental bombers. Missiles are 
taking a larger portion of the Air Force budget each year. Work is proceeding 
rapidly on the Thor and Jupiter intermediate-range missiles and the Titan and 
Atlas intercontinental missiles. Continuing progress is also being made on air- 
to-air missiles for use from fighter planes against enemy bombers and on air-to- 
ground missiles to be launched from bombers toward targets hundreds of miles 
from the point of release. 


43452—59—_38 
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2. Procurement other than aircraft and missiles, $2,220,020,000: The PUrpoge 
of this appropriation is to support the highly complex aircraft and weapons 
systems purchased under “Aircraft, missiles, and related procurement.” I¢ jp. 
cludes ground equipment integral to aircraft and missile systems of the Air 
Force, warning and control systems for air defense, and other ground equipment, 

3. Research and development, $743 million: This appropriation provides for 
basic and applied research on aircraft, missiles, ammunition, air defense equip. 
ment, and other projects. 

4. Operation and maintenance, $4,053,975,000: Funds are provided for ‘the 
operation, maintenance, and administration of the Active and Reserve Forces jp 
the Air Force. The program of the Air Force for the 1959 fiscal year is baseq 
on a strength of 850,000 men and a 105-wing reorganized combat structure cop. 
sisting of 43 strategic, 27 air defense, and 35 tactical air wings, supported by 
an active aircraft inventory of 20,475 planes. 

5. Military personnel, $3,923,073,000: The average manpower strength is pro- 
gramed for 864,308 during the current fiscal year. This appropriation will pro. 
vide pay, allowances, clothing, subsistence, etc. 

6. Reserve personnel, $53,746,000: In consonance with the capabilities of the 
Regular Air Force and the plans for mobilization in the event of crisis, the Air 
Force Reserve has been reorganized with the primary mission of providing 
airlift for the requirements of all the armed services. The Air Force Reserve 
unit structure now includes 15 troop carrier wings and 55 support-type units, 
The manpower strength of the Air Force Reserve is programed at 75,500 men 
during the 1959 fiscal year. 

7. Air National Guard, $240,335,000: The Air National Guard has been re. 
organized to provide reserve fighter forces. The new force structure is composed 
of 24 tactical wings, including 12 all-weather fighter-interceptor wings, 8 day 
fighter-interceptor wings, and 4 tactical reconnaissance wings. The proposed 
strength at the end of the current fiscal year is 71.000 men. 


Iv. ALLEGATIONS OF WASTE, INEFFICIENCY, AND INTERSERVICE RIVALRY 


A. Personnel 


In 1958, the House Committee on Appropriations looked “with concern on the 
increasing ratio of officers to enlisted men.” Its report on the 1959 Defense 
appropriations bill commented that *— 

“The ratio has increased in all branches of the service. On December 31, 1951, 
the ratio was 8.6 enlisted men for each officer, as of December 31, 1957, the ratio 
was 6.9 enlisted men for each officer. Apparently as strengths are reduced the 
greatest proportion of reduction is taken in the enlisted ranks. An analysis of the 
ratio of general and flag officers to total military strengths shows an even more 
significant change. The actual numbers of general and flag officers have increased 
in the Navy, Marine Corps, and the Air Force since the Korean war while at the 
same time total personnel has declined. In the opinion of the committee the ratio 
of such high-ranking officers is greatly out of line. For example, on June 30, 
1945, the ratio of general and flag officers to total personnel was 1 to 5,862. On 
December 31, 1951, the ratio was 1 to 3,035 and on December 31, 1957, it was 
1 to 2,027.” 

The committee also expressed its concern over the “inordinate number of 
movements” by Army personnel and urged that attention be given “toward 
stabilizing the assignment of personnel over a longer period of time.” The Army 
was also admonished to “direct (its) attention toward reducing the amount of 
temporary travel duty.” * 


B. Pay for proficiency flying 

This same committee stated that ‘— 

“For many years (it) has seriously questioned the necessity or the practical 
value of much of the so-called proficiency flying. It is evident that a great deal 
of this flying is continued for the sole purpose of qualifying for continued flight 
pay * * *, (Extra pay) has continued for officers previously qualified when they 
were assigned to nonflying duties under the guise of maintaining flying proficiency 
by flying any available aircraft a minimum number of hours each month. * * * 
There is no question but that a pay differential is justified for personnel fiying 


2H. Rept. 1830, op. cit., p. 13. 
* Tbid., p. 33. 
«Ibid., pp. 20-21. 
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fast, dangerous, combat-type aircraft. However * * * people should only qual- 


for this special flight pay status who have a real combat proficiency 
requirement.” 


(. Medical care for dependents of servicemen 


The Dependents Medical Care Act provides that, in order to insure the avail- 
ability of medical care for dependents of members of the uniformed services, 
the Secretary of Defense should contract for the medical care of such persons 
ashe deems appropriate. Despite a sizable reduction in military personnel since 
the enactment of the law, the cost has progressively increased. For the 1958 
fiscal year it was over $75 million and for 1959 it is estimated to be approximately 
$70 million. The House Committee on Appropriations alleges that “one of the 
major reasons for these (rising) costs has been the failure of the Secretary of 
Defense to require that military medical facilities be used for the treatment of 
dependents where such facilities are adequate and available.” 

Since 1957, the cost for those treated under the Dependents Medical Care Act 
has risen to $50 per patient day, while the same expenses for those treated in 
military facilities is only about half as much. The increased costs of the 
dependents medical care program have occurred while the existing military 
medical facilities have not been used to optimum capacity. Therefore, the 
committee has recommended that dependents should not be permitted to use 
civilian medical and hospital services unless a positive determination is made 
that the military hospital facilities and medical personnel are inadequate in the 
general area in which the patients reside.° 


D. Research and development 


The House Committee on Appropriations noted with concern that there ap- 
pears to be considerable variation in the ratio of indirect or so-called overhead 
costs allowed under various research contracts with universities. It pointed 
out that present percentages vary between 30 and 65 percent and that a number 
of them appear to be entirely out of line with the accepted practice for allowing 
overhead costs on contracts. In this connection, the Department of Defense 
was urged to consider the qualifications of other organizations—commercial 
as well as educational—in making contracts for research. 


EB. Procurement 


The Armed Services Procurement Act of 1947 reaffirmed the principle of for- 
mal advertising and competitive bidding for purchases made by the armed 
services. However, the need for negotiation of some purchases was recognized, 
and provision was made for some exceptions to the rule for open bidding.® 


In 1958, the House Committee on Appropriations called for “the exertion of 
of a major effort * * * by the Department (of Defense) to eliminate the re 
peated negotiation of contracts with sole sources of supply for articles for which 
plans and specifications for formal advertising should be available. It is evi- 
dent that the services have fallen down on the job in preparing suitable speci- 
fications for even simple items which have been procured from single sources 
of supply for many years,” the committee contended in its report on the 1959 
defense appropriations bill. The committee maintained that if a vigorous 
effort is made in this area it is anticipated that the benefits from competition 
will result in lower costs and better quality.’ 


F. Supply management 


It is the intent of Congress as expressed in the National Security Act that 
there be an integration of policies and procedures and an elimination of unneces- 
sary duplications and overlapping within the Military Establishment. A Depart- 
ment of Defense directive of January 31, 1956, established the single manager 
plan to eliminate duplication and overlapping of effort among the military 
departments and to improve the effectiveness and economy of supply and service 
operations throughout the Department of Defense. This single manager plan 
is limited to items of commercial type which are generally used throughout the 
military and civilian economies and for certain common service activities. Under 
this plan, one military department becomes the agency which provides complete 





®Ibid., pp. 21-23. 
8 Donne iT. Charles H., “U.S. Defense Policies in 1957.” H. Doc. No. 436, 85th Cong., 
sess., p. 57. 
‘H. Rept. No. 1830, op. cit., pp. 15-16. 
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supply management functions for a certain designated class or category of items 
or services. The operation of the single manager plan includes 44,000 Common 
use items which represent 20 percent of all supply actions by the Department 
of Defense and accounts for expenditures of $2.6 billion per year.’ 

In criticizing the supply management practices of the Pentagon, the Committee 
on Appropriations commented that °’— 


“If maximum benefits possible under the interservice supply support Programs 


are to be realized the Office of the Secretary of Defense must insist upon a Change 
in the attitude of the individual services toward the utilization of assets available 
from other services. Extensive dollar savings should result if strong actig 
is taken in this area.” 

In this connection, the committee also said that it—‘expects the services ty 
more realistically face up to the necessity for eliminating excess stocks from 
their inventories. Although there is apparent recognition of the problems in- 
volved there has been * * * an apparent reluctance to take vigorous action” 


G. Spare parts for aircraft 


The House Committee on Appropriations claims that millions of tax dollars 
have gone down the drain over the years as the result of inefficient planning ang 
management of the services’ programs for aircraft spare parts. While acknow)- 
edging that the services have recently made considerable progress, the committe 
advocated further examination of this mater.” 


H. Defense installations * 


As the Armed Forces continue to adopt new weapons and revised systems of 
organization, some of their installations are now becoming and will continye 
to grow obsolescent. The House Appropriations Committee suggested that 
economies could be effected through greater utilization of existing facilities and 
the closing of installations that are no longer needed. It recommended a con. 
certed effort on the part of each service to review its installation holdings in 
the light of current military requirements which would lead to a speedier reduc. 
tion in the number now in use or in standby.” 


I. The reserve fleet 


The House Committee on Appropriations reported that many of the naval 
vessels in the reserve fleet have outgrown their usefulness and are now obsolete 
to the needs of the Navy. The continued maintenance of those ships which are 
obsolete and awaiting final disposal is estimated to cost $12 million annually.” 


J. “Point” antiaircraft defense 


This country has spent a reported (the exact sum is classified) $6.5 to $75 
billion ™ on a system of air defense which in the consideration of some authori- 
ties will become useless in the very near future. The time is not far distant 
when the Soviet Union will probably have an air to surface missile, comparable 
to our Hound Dog, which can be launched from planes hundreds of miles from 
the target, while the range of our Nike “point” anti-aircraft weapons is less 
than 100 miles. 


K. The Air Force Academy 


The Committee on Appropriations cited the construction of the Air Force 
Academy as an outstanding example of costly and inadequate planning, loose 
fiscal procedures, and a disregard for justifications submitted to the Congress 
in support of the construction program at the Academy as to constitute a breach 
of faith at least with the Committee on Appropriations. For example, the siz 
of the Academic Building was increased at an additional cost of $6 million 
without the approval of Congress being sought until after the contract was 
awarded. The committee stated that one of the major problems raised in its 
minds by the practices employed in the construction of the Air Force Academy 
is the growing concern that these procedures are typical of the entire Air Force 
construction program.” 


8 Donnelly, Charles H., op. cit., pp. 85-86. 

*H. Rept. No. 1830, op. cit., p. 16. 

20 [bid., pp. 16-17. 

1 Ibid., pp. 18-19. 

22 Thid., p. 55. 

18 Washington Post, Sept. 1, 1958, p. H3. 

14H. Rept. No. 2238, 85th Cong., 2d sess., pp. 26-29. 
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L, Interservice rivalry 

In 1957, the House Committee on Appropriations condemned interservice 
rivalries as contributing to the rising costs of defense: 

“Bach service, it would seem, is striving to acquire an arsenal of weapons 
complete in itself to carry out any and all possible missions. This rivalry is 

ive and undesirable, and points up the urgent need for more effective 

control and direction. A sincere and self-sacrificing effort must be made by all 
concerned to substitute real unification for the present loose federation.” 4 

The controversies between the Army and the Air Force over which service 
should be responsible for operational control of the land based intermediate 
range ballistic missile and air defense appear to have been settled. The Air 
Force was given command of the Jupiter and Thor missile units. The Army 
has been assigned the responsibility for air defense of specific geographical 
areas, such at the Nation’s capital and bases of the Strategic Air Command, 
while the Air Force was instructed to undertake to intercept and destroy the 
attacking aircraft before they penetrate close enough for the Army air defense 
to go into action. 


Vv. SHIFTING EMPHASIS ON PARTICULAR BRANCHES OF SERVICE AND 
SYSTEMS OF WEAPONS 


A. Trend of defense expenditures by branches of service: Comparisons for 
selected years 


[In millions] 











Fiscal year Army Navy Air Force 
1948... . $5, 345 $4, 205 $1,117 
i teushege = wtaiee chil ariiaeat : 15, 635 10, 162 12, 709 
1055... . eerqnd abercwwien =F 8, 899 9, 733 16, 407 
10950... . pict d Sheth oa | 8, 993 11, 359 17, 878 





B. Trend of manpower strength by branches of service: Comparisons for selected 
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0. The Defense Establishment and national security policy 


The position of the Department of Defense is that this country will depend 
on nuclear weapons to the fullest practicable extent in any conflict. The United 
States has placed its emphasis on weapons systems which are supported by its 
technological excellence—air and nuclear power—and has undertaken to substi- 
tute tactical atomic weapons for manpower on the battlefield. 

Our strategy of deterrence against all-out war is implemented by the nuclear 
capability of the Strategic Air Command with the support of the carrier-based 
air arm of the Navy. Moreover, all three branches of service now have in 
operation and are continuing to develop small-yield tactical atomic weapons. 

The firepower capability of the Army has been greatly increased by equipping 
and reorganizing our ground forces for the contingencies of nuclear warfare. 
However, some authorities contend that reductions in the size of our Army, to- 
gether with a putative lack of adequate facilities to shift our ground forces from 
one place to another in a timely manner, have dangerously weakened our capac- 
ity to deter and, if néed be, fight limited wars. Critics have also maintained that 
our continuing emphasis on nuclear weapons of both the strategie and tactical 
type further diminishes our ability to wage warfare in situations where for politi- 





%H. Rept. No. 2238, 85th Cong., 2d sess., pp. 26-29. 
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cal and military reasons it may not be feasible to employ maximum stra’ 
and/or tactical firepower and, simultaneously, increases the likelihood that 
future conflicts will be fought with atomic and/or hydrogen weapons. 


APPENDIX XVI 


“WHY RESEARCH COSTS TOO MUCH,” BY BURGESS DEMPSTER, PREgi. 
DENT, ELECTRONIC ENGINEERING CO. OF CALIFORNIA (ARMED 
FORCES MANAGEMENT, MARCH 1959) 


Wuy ReEsearcn Costs Too MucH 

In brief: 

1. The present Government method for contracting development work 
(cost-plus-fixed-fee contracts) often works to the disadvantage’ of the 
Government (and thus the taxpayer). 

2. Proposal preparation costs are frequently excessive, and contracts 
often go to companies that are not the best able to do the work. 

3. Those in the electronics industry—receiving a major portion of 
development contracts—have a responsibility to improve the basis of 
development contracts. 

4. The problem involves more than rules and formal contracting pro 


cedures. The attitude of Congress sets many of the rules for contracting 
officers. 


The Government too often doesn’t get the best possible deal on cost-plus-fixed. 


fee contracts. 

Because practically all research and development work is done on CPFF cop. 
tracts, this means a heavy waste in money and, much worse, a dangerous delay in 
accomplishing vital research projects. 

A CPFF contract is the usual contract used for jobs where it is difficult o 
impossible to specify the exact work to be done, and to closely estimate job costs, 

On a CPFF contract, the contractor agrees to exert his best effort to do the 
given job in the least time at the least cost. If the work is not done for the 


estimated amount, the contractor is under no contractual obligation to continue | 


When more money is needed, a new cost estimate is prepared and submitted 
to the Government. The Government may decide to put more money in the pot 
or to discontinue work. Also, they may decide to do less than originally intended 
and add only enough money to complete just a part of the original job. This 
extra money is usually called an override. It does not provide for increased 
fixed fee. An override, therefore, reduces the percentage profit. 

This may actually reduce profits to near the vanishing point, because the 
Government doesn’t pay the full cost of doing business. It does not pay interest 
on money which the company may need to borrow, doesn’t pay entertainment 
expenses, product advertising, financing charges, and a few other similar 
categories. 

If the company completes the job for less than the original estimate, the fee 
remains the same and profit percentage goes up. 

This is the general basis for CPFF contracts. It is a contracting method 
which some legislators don’t seem to understand, even though a great deal of 
money is spent each year on CPFF contracts. 

Contracting officers do a conscientious job and follow the rules to the best of 
their ability, but the rules do not always permit them to do the best job of con- 
tract awarding. A large part of this is caused by congressional atmosphere. 

Emphasis on advertised bids, and the fact that our Representatives do not 
seem to understand that development work differs from buying hardware, has 
created a situation that is not the best for all concerned. 

They do not realize that it is both impossible and undesirable to write rigid 
specifications for research work. They forget that research is, in some ways, the 
most vital aspect of our defense effort, and they have not given it the study and 
attention it deserves. 

If we would make headway toward better understanding and administration 
of R. & D. contracting we must correct this. The electronics industry has a tre 
mendous stake in research and a real obligation to show leadership in this 
problem. 

Electronics is involved in practically every phase of our defense effort. Unlike 
aircraft, ordnance, and other well-established industries, electronics requires 4 
very small investment in equipment to get started. 
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This enables an engineer with little more than a soldering iron to set himself 
up in business. A company in some other business can get into the electronics 
picture by simply inserting a want ad and providing a modest supply of test 

ipment. 
(i cost-plus-fixed-fee contract enables such new organizations to get started 
with limited capital. Costs are paid as the job progresses and no risk is involved. 

If this always resulted in a fast, economical research job and accomplished 
exactly what the Government looked for—the best job for the least money in the 
jeast time—we would have no complaints. Unfortunately, this system often 
costs the country time and money. 

Suppose another company has just completed a similar job for the contracting 

cy. 
an aan would be a company competing for a highly specialized develop- 
ment/production contract in the missile area. Their engineers know the require- 
ments, the problems, the people they have to work with, and the company’s shop 
has experienced technicians who have just finished building excellent equipment. 

The competing company has never done this type of work, and has never han- 
died a job for the particular Government activity. But the work looked attrac- 
tive. While these figures are not actual, the relation could be as follows: 

Company No. 1, cost estimate, $150,000 and 5 months. 

Company No. 2, cost estimate, $100,000 and 3 months. 

Both proposals are cost-plus-fixed-fee. The fees are both 7 percent, or: 

Company No. 1 fee, $10,500. 

Company No. 2 fee, $7,000. 

Suppose that Company No. 2 is a large, well-known electronics company with 
plenty of knowledge and experience in electronics, but limited know-how in the 
specific field covered by the proposal. During proposal evaluations neither tech- 
nical group nor contracting office would say this company was not qualified. 





So the job goes to the big company. 

Learning time, false starts along the way, and the inexperience of the shop 
made costs go far higher than estimated, and job time became considerably more 
than the original 3 months promised. Final cost could be about: $200,000 plus 
$7,000 fee, or a total $207,000. 

The time might have stretched to 7 months. 

Company No. 1 would probably hold to their estimate. Recent experience 
enabled them to make a good estimate, and they were in a position to save all 
learning-and-getting-started time. Total cost would probably be: $150,000 plus 
& $10,500 fee or a total of $160,500. 

This would have saved the Government $46,500 and 2 months. 

In this case it was virtually impossible for the contracting officer to award 
a contract to No. 1. If he had, the ensuing pressure could have been intoler- 
able. 

The pressure could start with a phone call from a Senator to the Defense 
Department to find out the facts, and then could go up and down the chain of 
command at tremendous cost in time and money. There might even be an im- 
plied threat to make it difficult to clear the next year’s budget. 
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The electronics industry must take an active role in this kind of situation, 
As a part of coming of age in the electronics industry and by demonstra 
our interest in getting more defense per dollar, we must think and act Con- 
structively. 

We must talk to and write to our Congressmen to show them the problems 
explain the actual circumstances and suggest solutions. We must show them 
the kind of work that we do, the contracting problems that face us and, above 
aH, the difference between R. & D. work and turning out hardware. 

Suggest possible solutions. For instance: 

Do not expect junior military officers to display the judgment needed to place 
large R. & D. contracts. We know experience is needed. Yet we have had to 
deal with earnest, intelligent young men thrown into a job over their heads, 

Emphasize that contracting officers must take into account more than the 
company’s facilities and background. This does not account for the things 
banker or an experienced purchasing agent negotiating a large contract looks 
for. This is spirit, drive, management competence, resourcefulness and morale, 
These things can mean much more than most of the items on the facilities’ syr. 
veys. The contracting officer must be free to evaluate these and other thing 
without fear of political reprisal. 

Possibly Congress should encourage the DoD to review the basic rules for 
CPFF contracts : 

POSSIBLE CHANGE IN RULES FOR FEES 


1. Reduce the dollar amount of the fee for overrides. 

2. Reduce the dollar amount of the fee for unexcused delays in completion. 

8. Increase the dollar amount of the fee for completion for less than the 
estimated cost. 

4. Inerease the dollar amount of the fee for early completion. 

This scheme will not prevent underestimations, but it will increase the penalty 
for underestimations and will discourage the tendency toward this. 

A similar penalty (and reward) should be worked out for late (or early) 
delivery. This would prevent totally unrealistic promises aimed at getting 
contracts. 

We also need more publicity on awards. We now are told (except on classi- 
fied contracts) the award figure. We also have reporting on overrides, but it 
is difficult to separate (in published figures) the new money added to a contract 
for new work from the amount that is being spent because of underestimation. 
This makes it virtually impossible to get any meaning from the published 
figures. 

Some method of holding contracting officers more responsible for expensive 
or slow jobs should be worked out. The contracting officer should be held ac 
countable in some way for contractor performance. 

In evaluating contractors, it seems that too little heed is paid to a contractor's 
work habits. A long history of CPFF contracts tends to sloppiness and less than 
a 100-percent effort. 

Under existing rules, expenditures are carefully screened by Government 
auditors, and their job is reviewed by the General Accounting Office. But little 
importance is placed on good management, energy, and sincere desire on the 
part of a company’s employees to furnish full value. 

Virtue is supposed to win out in the end, and usually it does; but we should 
help the well-managed company to win sooner by recognizing good management 
in awarding contracts. 

We all have experienced exasperating delay in every phase of the contracting 
procedure. This delay is frequently followed by an attempt to make up for lost 
time by short changing the time allowed the contractor for his work. 


It is possible to shorten the Government redtape cycle. We see paper shuffling | 
miracles at the end of every fiscal year. In June, redtape procedures that | 
would take 2 months at any other time are done in 2 weeks. We need this same | 


urgency 12 months of the year. 

Administrative procedures need to be reviewed. Decisions must be processed 
faster. It is frequently not the time required for the technical man to decide 
that creates a long delay. Rather it is the time for question and answer to g0 
through channels. 

We need ways to get the same urgency into electronic R. & D. contracts. 
R. & D. contracts furnish the basis on which our country and our civilization 
depend. They do not have the glamor of production lines. But for the future, 
they have more importance than shiny new airplanes and tons of hardware. 
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jo make electronics do the job it should be doing, we must be aware of our 
responsibilities. Each of us must do his part to enable our contracting agencies 
to do a better job of getting the best deal for their billions of dollars. 


APPENDIX XVII 


‘MILITARY MANAGEMENT,” BY BERNARD K. GORDON, ANALYST IN 
NATIONAL DEFENSE, FOREIGN AFFAIRS DIVISION, LEGISLATIVE 
REFERENCE SERVICE, THE LIBRARY OF CONGRESS, MARCH 13, 1959 


MILITARY MANAGEMENT 
I. INTRODUCTION 


As the size of the defense budget has increased, there have been frequent alle- 
gations of waste and mismanagement in the Military Establishment. 

Most of these charges fell into one of the following categories: (1) Supply 
and inventory control (especially inefficient handling of vast stocks); (2) the 
procurement and contracting process, including equipment overspecifications ; 
(3) certain permanent hindrances to efficient management—such as local and 
congressional interest in the transfer of military functions and installations; 
and (4) the constant problem of difficult strategic choices, such as those implied 
when the development of one or another competing weapons systems must be 
decided upon. 

Aspects of each of these problems will be discussed in turn, though greatest 
attention will be devoted to the many sides of the procurement-contracting 
process. The purpose is only to lay out the problems, for anything more than 
this would require the scale of field investigation which only a long-term, many- 
faceted inquiry (such as the Hoover Commission conducted) can properly un- 
dertake. 


Il. THE PROBLEM OF MILITARY SUPPLY AND INVENTORY CONTROL 


Military handling of stocks and inventories has long been a primary subject 
for those who have made charges of waste and extravagance. The subject has 
been a source of scandal at least since the Spanish-American War, and recent 
instances of mishandling and waste are not difficult to find, though in many 
instances very adequate explanations exist for what may at first seem to be clear 
instances of disregard for the Government’s money. 


A. Some examples 


The task forces of the second Hoover Commission uncovered a number of ex- 
amples, and their reports have given rise to certain improved practices in the 
supply and storage of goods. Nevertheless, reports that the Navy had on hand 
a 60-year supply of canned hamburgers (and enough catsup to smother each 
pound of hamburger with at least a gallon) were given wide publicity. In an- 
other case, investigators found that the Army shipped 800,000 pounds of tomatoes 
from the east coast to California during the same week that the Navy moved 
an almost equal amount of tomatoes from California to east coast stations.* 

More recently there have been reports of inventory waste at military bases in 
Newfoundland, Labrador, and Greenland. Surplus supplies, valued at up to $14 
million and usable elsewhere, were being ruined and in some cases even buried 
at these northern installations, and the Pentagon conceded the existence of a 
variety of management errors." 

In Europe, later in the same year, the General Accounting Office reported that 
in numerous instances depots and bases in various parts of the Continent did 
not know what supplies were held by other installations. There were many 
examples of new procurement when identical equipment was on hand not many 
miles away. As part of this same investigation, the GAO found frequent in- 





1Commending on this point in the New Leader of Dec. 30, 1957, Klaus Knorr wrote that: 

“To analyze the management performance of the military, to trace its ways of spending 
funds on numerous administrative levels and for numerous purposes, and to suggest how 
poment practices could be improved would be a task of formidable complexity * * *. 
t would also require a body of knowledge so vast and difficult of access that few single 
individuals could manage it. 

7“Ridiculous Waste in the Armed Services,” the Reader’s Digest, April 1955, p. 39. 
This article was based on information supplied by Hoover Commission investigators. 

*See the Washington Post, Aug. 25, 1957, the New York Times, Aug. 25, 1957. 
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stances of excess inventories—as at one Air Force base where fully one-third 
of a $90 million inventory was found to be in excess of the needs of the bage* 

When the Hoover Commission found that the Defense Department owneg 
more roofed warehousing space than all private industry, this information alone 
was cause for surprise.© Further inquiry to determine what goods were store 
in all this space revealed that one item in a Navy warehouse at the Great Lakes 
station was a 36-year supply of canned bacon, while another was a 10-year 
supply of WAC skirts. Taken as a whole, the Hoover Commission concluded 
that there was “great waste, duplication, and overlapping” in the storage and 
procurement of military food and clothing.’ Better management in this program, 
the Commission concluded, could save the Government at least $340 million each 
year." 


B. The nature of the problem 


“Better management” of inventories, according to the Hoover Commission, 
requires: (1) knowledge of what is now on hand; (2) realistic computation of 
how much should be on hand to meet known or anticipated requirements, and 
(3) preplanning of the range and depth of stocks required at each depot level 

Thus, many of the most disturbing examples of “feast and famine”—excegg 
inventory at one base while the same items are in short supply at a nearby 
installation—are less likely to occur if each of the armed services has adequate 
information. Each must know precisely what products the other are buying, 
how many of a given item are in stock, and where they are stored. Crates of 
tomatoes would not cross each other in mid-America if such information were 
available, nor would there be instances of the Navy selling for surplus the same 
items the Air Force was seeking to buy. 

In recent years there have been several attempts to solve the supply and 
inventory problem, and good progress has been made. One of the serious diff- 
culties proved to be the very number of items which each service had on its 
stock lists. Another obstacle was that inevitably, after 150 years of separate 
existence, the Armed Forces often called the same item by a different name, 
or had slightly different equipment to do the same job. 

What was needed, therefore, was a massive reduction, so far as this was 
possible, in the number of items stocked by each service; secondly, nomenclature 
had to be standardized so that a sailor, an airman, and an E-1 each called the 
same washer not a spacer, or a shim, but a washer. Finally, if this could be 
accomplished, it would be possible to construct a system by which each of the 
services could help to cross-service each others’ needs. This effort has. been 
made, and is now underway: The Federal Catalog and the single-manager system 
are both designed to eliminate waste in inventory requirements, warehousing, 
and transport. Thus it was necessary to solve a problem the nature of which 
was complicated by sheer size and lack of communication. 


C. Efforts to solve the problem 


1. Inventory reduction and the Federal catalog.—Size alone is indicated by 
the following: “selective stockage” (the Army term for its effort to reduce 
inventory) has enabled the Army to reduce its inventory list from 1.5 million 
items during the Korean emergency to less than 800,000 types by late in 
1957. As early as 1954 Assistant Secretary of Defense Thomas reported sig- 
nificant progress in the program to write a single Federal catalog: 74,000 
different kinds of bearings, which had been reduced to 21,000, would be fur 
ther cut to only 5,000 or 6,000 types; where 5,000 kinds of electronic tubes 
had been used before, a reduction to about 190 types was underway ; and screw- 
driver procurement was being made simpler by reducing the various kinds from 
800 to 100.° Within the Strategic Air Command alone, where storing the smallest 
possible number of different kinds of items is important both strategically and 
economically, almost 100,000 kinds of stock have been reduced to about 25,000. 
As a result, spare parts are easier to find when they are most needed and few 
planes are grounded for lack of them.” In dollar terms, the Navy claims that 


4 Washington Post, Sept. 12, 1957. 

5 There were 138 warehouses in the Panama Canal Zone alone. 

6 Wall Street Journal, Jan. 23, 1956. 

7 Washington Post, May 11, 1955. 

®U.S. Commission on Organization of the Executive Branch of the Government, ‘Task 
Force Report on Military Procurement,” June 1955, p. 53. 
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inventory reductions and similar operations brought savings of $600 million in 
year 1956 alone.” 

Much of the impetus for these measures was provided for in the Cataloging 
Act of 1952 (Public Law 4386, 82d Cong.). The Federal catalog, in part the pro- 
duct, in part the product of this effort, and which according to informed opinion 
js the single most significant contribution to economy and efficient in supply 
management, is 30 times larger than the Sears, Roebuck catalog. It has helped 
the military departments to accelerate their programs to simplfy procurement, 
to reduce costs by avoiding unnecessary expenditures on maintenance and distri- 
pution, and of course, to increase their cross-servicing. According to Col. Wil- 
liam Kintner, “In fiscal year 1955 alone, 157,000 items were eliminated from the 
military supply system, and savings from standardization were estimated at $29 
million annually.” ” 

2. Oross-servicing and the single-manager system.—Cross-serving alone has béen 
a major source of savings, and is the basis for the single manager system of sup- 
ply, which came into effect in January 1956. During a 9-month period of 1956-57 
alone, $25 million in common-use goods was transferred between the services, 
thus avoiding that much new procurement.” In part at least, the single-manager 
system is the Department of Defense’s answer to advocates on the Hoover Com- 
mission and elsewhere who urged the establishment of a fourth service for 
supply. 

“The use of the single manager is limited to items of commercial type which 
are used generally throughout the services, and it is so designed that one mili- 
tary department becomes the agency for complete supply management of a des- 
ignated class of items or services. It now includes 44,000 common-use items, 
representing 20 percent of all supply actions by the Defense Department, and 
accounts for expenditures of $2.6 billion annually.” 

The supply and service categories now covered by this plan include subsistence, 
petroleum, medical and dental equipment, and supplies, clothing and textiles, 
traffic management, military sea transport, and military air transport. The 
Office of the Secretary of Defense has high hopes for the further potential of 
this program, and apparently to overcome some service reluctance to full imple- 
mentation of the single-manager concept, has had its authority in this regard 
underlined in the most recent reorganization of the Department of Defense. If 
the single-manager approach lives up to its promise, it will meet the expectation 
of Assistant Secretary McGuire that “it provides a mechanism for obtaining 
more supply for the dollar through better management, simplified financial 
control, and straight line, unduplicated distribution.” * 

3. The need for improved internal controls.—It should be emphasized that no 
single reform, such as the single-manager system, can eradicate all errors in 
inventory management—especially when we recall that the value of Defense 
Department stocks reportedly totaled more than $100 billion in 1957." Single 
management clearly can cut costs—in textiles alone the Army officer in charge 
of procurement, storage, and distribution estimated savings of $500 million over 
a few years,” but there is no substitute for better inventory control within the 
armed services. 

In one Air Force case, the House Committee on Appropriations was told that 
fuel-flow transmitters were in good supply; better inventory control would not 
have permitted the officers to make this statement to the Congress, for in 
actuality these transmitters were critically short, and were on order. The Navy, 
for example, was recently found unable to account for 1,800 expensive, specially 
designed airborne radio sets, and was ready to buy more. A better system of 
stock and inventory control would have helped prevent the distribution of these 





* Washington Post, Mar. 26, 1954. 
— Science Monitor, Sept. 6, 1957. 


‘ 4a) liam R. Kintner et al., “Forging a New Sword,’’ New York: Harper & Bros., 1958, 


8 Assistant Secretary of Defense (supply and logistics) McGuire, in U.S. Congress, House, 
85th Cong., 1st sess., hearings before Subcommittee of the Committee on Appropriations, 
Procurement Policies and Practices of the Department of Defense,” 1957, p. 83. 

“4 See the Register, Oct. 25, 1958. 
an ppeneiy, Charles H., “U.S. Defense Policies in 1957.” H. Doc. 436, 85th Cong., 2d 
S€8S., DD. \ 
93-94 rocurement Policies and Practices of the Department of Defense,” op. cit., pp. 

uw Christian Science Monitor, June 27, 1957. 

General Anderson, in the Journal of Commerce, July 18, 1957. 
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“airborne” radios for use on jeeps and submarines, and even to civilian authori. 
ties.” In many instances, however, the explanation for excess inventory ig the 
result of an often justified fear of not having enough on hand (men, mate 
weapons, etc.) in cost of hostilities. According to testimony of the Assistan 
Comptroller General, there simply is not enough screening of actual require 
ments against stated requests. In one case “outside” review by the Genera) 
Acounting Office helped the Army save $1 million during a 2-month period jp 
one area in the Quartermaster Corps: 

“When that was extended to other areas, they saved about $14 million o& 
$15 million more in equipment that was there available, had been declared ag 
excess, and was returned to serviceable stock to meet current requirements, 
primarily as a result of this screening.” ” 

Nevertheless, too intensive screening has its own drawbacks in terms of the 
delays and costs it imposes. The desire to economize should not be allowed tp 
interfere with military effectiveness. 

D. Military supply is unique 

Similarly, many observers question a too enthusiastic use of standard fisca) 
eontrols, borrowed from the world of private business, in helping solve the 
problem of excess inventories. Ordinarily, it would seem that detailed item 
controls are more relevant to military than to commercial activities, in order 
to insure that an item needed is actually available. But of course this method 
has its own shortcomings in that higher review of inventories (and procure 
ment requests) is much facilitated by some single common denominator not 
provided by item controls. Dollar evaluation fills this gap, and should accon- 
pany but not replace item controls.“ The system which must be devised by 
the armed services in order to run its business in a relatively economical manner 
must be designed with considerations in addition to fiscal efficiency: 

“It can be said that whereas a large manufacturing corporation has as its 
mission the delivery of a known product at known places at known times and 
in known quantities, the Department of Defense has the mission of delivering 
an uncertain product of unknown places at unknown times and in unknown quan- 
tities. In a business organization the establishment of comparatively few basic 
elements, such as a break-even point and how many items to produce in a year, 
constitutes a program. In the Defense Department repeated program reviews 
and rapid changes, such as introducing a new weapon into mass production before 
an earlier model has been integrated into operational use, make demands on the 
fiscal data and fiscal control machinery which are unknown to private industry.”* 

There are also good reasons to doubt the wisdom of pressing too far the use 
of the single-manager system for common supply servicing. No doubt the 
greatest fiscal economies are to be achieved by the most intensive use of this 
system, but at no point should central supply interfere with the combat readi- 
ness of the armed services. In many cases the local commander is the best 
judge of requirements, and insofar as unified commands come into operation 
extreme care is necessary to insure that the fulfillment of military missions 
is not hindered by the neatness and logic of any administrative reorganiza- 
tion. 

The costs of inefficient inventory control and the storage and transport of 
excess stocks may be very high—as much as several hundred million dollars 
annually—but these costs must be carefully balanced against the overwhelmingly 
greater costs of not having sufficient supplies in case of real need. 


III. PROCUREMENT AND CONTRACTING 


It is inevitable that since the armed services dispose of more than half their 
funds through purchase of new equipment and material the most serious serious 
allegations of wasteful expenditure should concentrate on the procurement 
process. Generally, most such allegations which concern this $20-plus billion 
area charge either that there has been (1) unnecessary procurement of some 
thing that really was not required, or (2) that money has been wastefully spent 
because of faults in the procurement process itself. 


19 “Procurement Policies and Practices in the Department of Defense,” op. cit., pp. 52-58. 

*® The Washington Post, Mar. 15, 1957, p. A3. 

“Procurement Policies and Practices of the Department of Defense,” op. cit., p. 43. 
@ Kintner, op. cit., pp. 133-135. 
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A. Unnecessary procurement 

The problems of supply management and inventory control discussed in the 
previous section underline some of the reasons why unnecessary purchases 
oecur—excess stock, inadequate information of what stocks are held by other 
gervices or at other locations, slight differences of design and traditional use, 
and lack of unification in supply management. A further basic cause is the 
problem of time; sometimes in the form of simple delays in replacement (thus 
creating a shortage which can be met by additional procurement), sometimes in 
the form of production leadtime, and sometimes in the form of administrative 
timelag. For instance, budget decisions are not made at the same time as ma- 
terial requirements are prepared, and this lack of synchronization can cause un- 
necessary procurement. 

1. The long pipeline.—When items such as aircraft jet engines are temporarily 
out of use, aS when they are in the “overhaul pipeline,” procurement of new 

es increases in relation to the length of the pipeline. In the case of such 
expensive items as jet engines, extraordinarily large amounts of money may be 
unnecessarily expended because of simple delays in handling. When the Gen- 
eral Accounting Office investigated the overhaul pipeline in naval aircraft en- 
ines, and compared this with the same operation in the Air Force, it was 
found that the naval pipeline was longer by more than 4 months. “On this 
basis, we estimated that at July 31, 1958, 793 aircraft engines costing about 
$68 million are being procured in excess of the Navy’s requirements.” * 

In another instance, largely because Air Force procedures for keeping abreast 
of the production status of its engines were not sufficiently accurate, too many 
jet engines were being manufactured. The General Accounting Office found 
that there was too great a reliance, without sufficient review, on information 
supplied by the contractor. As a result of these new findings, the Air Force was 
able to cancel procurement in the amount of $62 million.* 

2. The imposition of the budget process.—The uncertainties inherent in any 
military program are magnified as the organizational structure itself becomes 
larger and as the timelag lengthens between the point at which a need becomes 
apparent and the time when it is fulfilled. This difficulty is further compli- 
cated by the lack of coordination between the budget cycle and formulation of 
defense policies and defense needs. These cyclical differences, as Colonel 
Kintner has remarked, are well recognized as one of the major causes of delay, 
confusion, and duplication in defense operations, and hence of wasteful expendi- 
ture.” Generally speaking, the length of the budget cycle forces it to precede 
and to overshadow the determination of defense requirements: “The fact that 
8 to 5 years may elapse between preparation of a budget and the expenditure 
of appropriations has resulted in moneys being spent for programs which were 
no longer valid.” * 

When it is realized that the procurement process itself is a very long one, the 
immense difficulties of the problem become very apparent. The entire opera- 
tion of translating a weapon from an idea into a piece of combat equipment may 
take as long as 8 or 10 years. Using the Air Force as an example, one recent 
report described the following steps in the procurement process: The Air Force 
issues a call to industry for help in determining the nature of a particular 
threat and how it might best be met. The result of this evaluation are sug- 
gestions from industry in terms of ideas, time and costs, from which the Air 
Force then formulates its own general operating requirement of a particular 
weapons system. General specifications then go back to industrial sources from 
which firmer proposals are expected to result. This stage of the process, called 
predesign preparation ordinarily requires no less than 1 year and costs between 
$50,000 and $500,000. The following, final stages in procurement are a series of 
study contracts, then development contracts, and finally a production contract.” 

The length of time which this entire process requires, when it is further com- 
pounded by the delays and uncertainties imposed by the budget process, makes 
it clear why Kintner should have concluded that moneys have been spend “for 
Programs which were no longer valid.” 


#U.S. General Accounting Office, “Review of Aircraft Engine Overhaul Pipeline in the 
Department of the Navy,’ Report No. B133151, February 1959. 
U.S. General Accounting Office, Report No. B132970, March 1958. 
a rather, op. cit., p. 128. 


* Wall Street Journal, “Pentagon Purchases,” Jan. 16, 1958. 
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(a) Cancellation of contracts: Often the result is cancellation of a pp 
curement contract which must necessarily be wasteful. Thus, the defense 
budget for fiscal 1960 shows that the Air Force Rascal missile has been ¢gp. 
celed—after expenditures of $374 million. Similarly, Regulus II and Goog 
have been dropped, and it may be said that all these reductions reflect a congejoys 
Department of Defense policy to emphasize ballistic missiles as against mog 
air-breathing weapons. But the considerations which led to these cancel. 
tions may not have been apparent when these missile programs were initiagt 
for as Kintner concludes, “generally the fiscal cycle precedes and overshadows 
the considerations of policy questions, an inversion which is not always adyap. 
tageous to our security position.” * 

It should be pointed out, of course, that though the Government absorbs eop. 
siderable loss whenever a contract must be canceled, there apparently is little 
direct loss to the industry concerned. The Magazine of Wall Street recey 
conceded that while cancellations upset material programs, “they don’t egpe 
cially disturb profits. When contracts are ‘terminated for the convenience of the 
Government’ all expenses are allowed, plus fair profit. * * *”™ Considerations 
of this nature have led some observers to claim that one of the basic tenets of 
private business, the presence of risk, does not prevail with regard to military 
procurement and contracting. In order to consider this allegation, and other 
charges about the ills of procurement, we turn to the contracting process itself, 


B. The procurement process 


Eric Sevareid recently commented that insofar as military procurement has 
returned to the pattern of the cost-plus contract, private business runs no risk, 
He quoted one weapons procurement officer as having remarked that military 
contracting no longer takes place in the context of private enterprise; it is 
“simply safe enterprise with public money.”™ It is possible that this criticism 
was prompted by the contract cancellation procedure which we have just dis 
cussed—this is one frequent area in which it is claimed that there is significant 
waste. Other areas of alleged wasteful expenditure in the procurement process 
include (1) the prevalance of the negotiated, rather than the advertised bid 
contract, with the alleged result that the Government sometimes pays a higher 
cost than would have been necessary under open competitive bidding; (2) the 
use of overly detailed procurement contracts, with the result that wasteful 
expenditure is incurred through unnecessary delays and other obstacles to busi- 
nesslike efficiency; (3) excessive Government performance requirements which 
unnecessarily raise the costs of material and equipment (this is known as over- 
specification) ; and (4) generally insufficient attention to sound business prin- 
ciples in military procurement contracts. 

1. The negotiated contract.—Under the Armed Services Procurement Act of 
1947, which is the basis for all military procurement, the armed services have 
achieved a very high ratio of negotiated to bidded procurement through a liberal 
interpretation of section 2(c)(1)—though it seems clear that the intent of 
Congress was that negotiated contracts should be the exception, rather than 
the rule. 

Nevertheless, competitive-bid contracts account for only a small proportion of 
all military procurement—Congressman Vinson has estimated that, in 1958, only 
275,000 of the 5 million contracts were let through advertised bidding, repre 
senting only $3.4 billion of the $24 billion military procurement bill. But even 
advocates of more competitive bidding concede that “it is a fact that a high ratio 
of negotiated procurements is necessary under the present complexity of military 
items.” * Thus the armed services contend that given the complexity of modern 
equipment, negotiated contracts permit production to begin even before specifica- 
tions and drawings are complete. The Army Ordnance Tank and Automotive 
Command recently reported, for example, that it had a backlog of 35,000 to 
45,000 drawings, and that, as a result, there was a heavy reliance upon negotiated 
contracts with a single proven firm in order to fill this gap in specifications. 
Basically, the argument is that negotiated contracts buy time and shorten already 
long leadtimes. 


% Kintner, op. cit., p. 128. 
12m mythe, “10 Biggest Defense Suppliers,’ the Magazine of Wall Street, Nov. 8, 
. D- ‘ 
© Talk on CBS Radio, Feb. 17, 1959. 
© The New York Times, Jan. 15, 1959. 
“Procurement Policies and Practices of the Department of Defense,” op. cit., pp. 7-8. 
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& pro | But critics of this procedure claim that negotiated contracts, because they 
else 





lef e a limited number of firms in any given field, may both incur unneces- 
N can- sary Government expenditures and may result in lack of satisfaction with the 
Googe Government’s product requirements. 
aScious (a) High costs of negotiated contracts: There are a number of examples of 
t most apparent waste in negotiated contracts. By overstating their costs, or by 
Cella. pasing estimated costs on early stages before the economies of mass production 
tiated, pave been realized, industry representatives can negotiate with the Government 
ladows § op the basis of inflated prices. A most recent instance involved the AC Spark 
advan. Plug Division of the General Motors Co. The General Accounting Office reported 
that this company had realized excess profits of almost $1 million as a result of 
bs con- estimating costs at higher levels than actually paid. The judgment of the GAO 
S. little was that with greater care and expertise on the part of the Air Force procurement 
ecently personnel, this costly incident could not have occurred.” 
t espe In another case, after the Army had negotiated a contract for 409 earthmoving 
Of the tractors, a Member of the Senate protested the price upon which the Army had 
rations agreed. As a result of this protest the contract was then let through com- 
nets of petitive bidding and the tractors were purchased at a saving of $1,142,000." 
ilitary A not dissimilar example was reported by Government auditors in 1957. It 
| other was developed that the General Motors Corp. had overestimated production costs 
- itself, on a 1952-55 contract for fighter planes and had obtained $17,459,000 in “excess” 
profits. However, a General Motors spokesman claimed that the profit on the 
| entire contract was 11.3 percent on sales before taxes and 5.4 percent after taxes, 
nt has which is “substantially below rate of profit realized by GM on its commercial 
© risk. pusiness.”* Nevertheless, during 1958 General Motors refunded to the Govern- 
ilitary ment approximately $5 million on this contract, and on January 2, 1959, the com- 
io is | pany willingly refunded another $4.9 million.” 
cism (b) Renegotiation: Thus, it is apparent that there are many opportunities for 
st dis the wasteful expenditure of public funds if contractors are permitted to compute 
‘ificant their own costs on their own terms, and then submit a price to Government 
>rocess contracting officers. In order to protect against this danger, the Government 
ed bid | asthe right, under the terms of negotiated contracts, to recapture excess profits 
| through renegotiation proceedings. In essence, the procedure is for Government 
2) the | examiners to take a second look at contractors’ profits before they are declared 
asteful to be final. —The World War II renegotiation program brought about the recovery 
0 busi- of an estimated $10 or $11 billion, on the basis of $190 billion in defense con- 
Which tracts. (It should be pointed out, however, that actual net recovery was prob- 
B over ably much less since the excess profits tax then in force would have recovered 
3 prin- about $7 billion anyway.) ™ 
A In 1954, alone, about $130 million was recaptured from a total of 1,100 con- 
ct of tractors. Thus there is considerable evidence that the originally stated costs of 
ee contractors may be far different from actual costs, and it is the responsibility of 
re the Government to uncover those profits which are in excess of what is regarded 
| as fair. 
r than Under a subcontract with the Boeing Airplane Co. to produce wing sets, the 
i Ford Motor Co. is reported to have generated a profit of $21.9 million, or 18.6 per- 
aa of cent against a selling price of $139.5 million, and costs of $117.7 million. This 
» only was double the initial projected profit percentage. After the details of the con- 
on tract between Boeing and Ford were audited by the General Accounting Office, 
er the Ford Motor Co. voluntarily refunded $5 million of the profit realized on this 
‘liters subcontract.” 
oda (c) Are advertised-bid contracts the answer? In order to avoid the practices 
: ifica discussed above, a number of improvements have been suggested. It is fre- 
elie quently urged that more extensive use of the simple advertised-bid contract 
00 to would tend to save money in procurement, though as we have suggested, the com- 
tiated plexity of modern equipment often militates against this. Other solutions, such 
tient as the introduction of more profit-incentive type contracts, or the “weapons- 
lready 


© Washington Post, Dec. 14, 1958. 
% Wall Street Journal. Jan. 16. 1958. 
U.S. Congress, House Committee on Armed Services. Study of Air Force Contract 
AF 33 (038)—18503 General Motors Corp.-Buick-Oldsmobile-Pontiac assembly division. 
Nov. 8 Hearings July 22—Aug. 21, 1957. Subcommittee Proceedings No. 9, pp. 2558, 2711. 
The New York Times, Jan. 3, 1959. 
“The Washington Post, Apr. 1, 1955. 
*U.S. Congress, House, Committee on Armed Services. Boeing Airplane Co.- Ford Motor 
1-8. Co.-Purchase order subcontract on AF 383-600-5148. Report and hearings * * * under the 
authority of H. Res. 67, Aug. 14, 1957. Subcommittee proceedings No. 6, pp. 3221, 2332. 
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system” approach (by which a prime contractor is held responsible for eco. 
nomical and efficient production) are also frequently advocated. The latter two 
proposals (which we discuss in a later section) have the support of many bygj. 
ness groups ; greater use of these techniques would result from adoption of §, 500, 
now pending before the Armed Services Committee of the Senate. 

The advertised-bid contract, which traditionally is favored by many Mem. 
bers of Congress, apparently has many drawbacks of its own. It was recep 
reported that “one Pentagon official estimates that 85 percent of the advertised. 
bid contracts hit some kind of snag, thus increasing production costs in the 
long run.” ” 

In many cases, firms which might succeed in offering the lowest bid on any 
particular contract might not in fact have the capacity to properly meet the 
Government’s requirements. One case which illustrates this difficulty was the 
result of an award by the Armed Services Medical Procurement Agency of 4 
contract during 1952-53 for production of 33,750 blood-shipping containers. 
This contract later became a subject of interest to the House Committee op 
Government Operations “ when it became known that 20,000 of these containers 
not conforming to specifications had been inspected, accepted, and paid for by 
the Government. Apparently very faulty contracting procedures were involved 
in this case, for publicly known facts at the time of the award indicated that 
the company which produced the faulty containers had very serious liabilities; 
unfavorable financial status according to Dun & Bradstreet reports; lack of 
proper facilities to meet the delivery schedules proposed in the company’s bids 
and incorporated into the contracts; and somewhat questionable circumstances 
surrounding the price for which the company contracted to produce the eon 
tainers (shortly before the opening date for bids, the company amended its 
original bid by a 25 percent reduction). Information which circulated through 
out the industry indicated that the company which had been awarded the con- 
tract could not possibly fullfill its terms, yet Government contracting officers 
accepted the lowest bid. The result was a distinct monetary loss to the Goy- 
ernment, and if the blood-containers had been used under the conditions for 
which they were designed, it is likely that injuries and fatalities to personne 
would have been sustained, since the containers did not meet temperature-con- 
trol requirements for whole blood. 

The basic lesson of this incident is the need for Government contracting 
officers with a high level of business expertise and knowledge of the products 
for which they expend public funds. Moreover, while it might be said that this 
incident illustrates the faults of the open-bid system, in that an inadequately 
prepared company won an important contract, the blood-container case also 
emphasizes the need for careful supervision of Government procurement con- 
tracts. Yet it is precisely this desire to keep careful check over production and 
performance against which industry often complains, charging that contracting 
“overspecification” leads to delay, redtape, and waste of public funds. 

2. Overspecification in contracts.—There is no doubt that in any large admit 
istrative organization, delays in decisionmaking are inevitable and indeed, it 
often seems that there is a premium against making decisions. The contract 
ing process, the length of which has already been discussed, is no exception. 
According to many persons who have participated in this process, the most im- 
portant factor which prevents reduction in the length of this leadtime is the 
absence of single authority at each level of decisionmaking. Industry sources 
say that the total leadtime could be reduced by a number of years if military 
decisions in the procurement process were easier to come by.“ 

One example of this difficulty came from a California aircraft manufacturer. 
During the course of production, a decision was required on the location of a 
section of the steering equipment. The contractor had determined that any one 
of three points on the aircraft would have been satisfactory without in any way 
affecting performance, but the resident Air Force representative refused 
make the necessary decision his own. A decision was asked from Washington, 
though none resulted—even after the arrival of a group of high-level officers at 
the plant. After a long delay production was finally resumed, though the con 


*® Time magazine, Sept. 8, 1958. Also see: “Procurement Policies and Practices of the 
Department of Defense,” op. cit., pp. 80-81. 

“See “Military Procurement of Blood Shipping Containers,” Seventh Intermediate 
Report of the Committee on Government Operations (House), 88d Cong., 2d sess., 1954. 

“= Wall Street Journal, ‘‘Pentagon Purchases,” Jan. 16, 1958. 
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tractor admitted that it was unclear whether the military representatives ever 
made the decision or not. On the basis of such instances, some industry econo- 
mists .and others who are familiar with military procurement have commented 
that perhaps as much as $5 billion annually could be saved by improved procure- 
ment practices.” This seems an inordinately high figure (it is almost one-fourth 
of current procurement), and indeed, the estimates of possible savings do vary. 
Other participants in the procurement process suggest that millions, rather 
than billions, might be saved if the problem of overspecification were lessened. 
They point to such instances as these: specifications for a parachute pull ring 
which ran 5 pages, and 18 pages for a ping-pong ball. * Similarly, it seems un- 
ry for the Government to have instructed the Krohler Co., one of the 
country’s largest furniture manufacturers, in the type of sandpaper which must 
ye used for finishing inside, nonvisible furniture surfaces. Those critics who 
point to such instances estimate that savings ranging from $4 million to $150 
nillion might be realized if these overly detailed specifications were done away 
with, In many cases, of course, the Defense Department agrees with these 
charges, and constantly seeks to eliminate unnecessarily detailed contract re- 
quirements. At the least, as one report stated, there would be a “vast saving 


| in time and paperwork.” “ 


(a) The need to specify: While, therefore, it would be in the interests of 
poth industry and Government to reduce the number of heavily detailed con- 
tracts, it must be recognized that the purpose of overspecification is precisely 
to insure full value for every defense dollar—although specifications alone are 
no guarantee that economy will result. As one procurement official conceded, 
“even if we lay down 100 specification details, a sharpster can usually find a 
way to cheat on them.” “ For example, in its investigation of military procure- 
ment of rocket launchers the House Armed Services Subcommittee found that 
Government procurement officers did not check with sufficient care the change 
orders which contractors proposed. According to testimony in the hearings a 
prime contractor proposed to another company that substantial extra profits 
might be made simply by making simple changes in the rocket launcher, thus 
unnecessarily raising the price of each unit by more than $11.” 

Thus it becomes clear why many military procurement officers, in their desire 
to avoid such instances of apparent malfeasance, usually hesitate to agree with 
business organizations (the United States Chamber of Commerce among them) 
that much time and money would be saved “If the military would specify only es- 
sential performance, in the development phase, and leave the contractor free 
to find the materials, components, and techniques by which the desired perform- 
ance can be achieved.” “’ For there have been cases, when in the interests of time, 
the armed services have let contracts without great detail, and the results have 
not always been satisfactory. In at least one well-known case, substantial sums 
of money were expended with no satisfaction at all to the Government. 

In order to have heavy tanks produced as quickly as possible, Army Ordnance 
awarded a very substantial contract to the Chrysler Corp., specifying only broadly 
what the Army’s performance requirements were. A report of the House Com- 
mittee on Government Operations concluded that: 

“* * * we are confronted with no ordinary military procurement wherein the 
Government places an order, furnishes the necessary designs and specifications, 
requires the producer to have the manufacturing resources, specifies the delivery 
schedules, tests the product for performance, and holds the contractor to account 
if delivery schedules and performance requirements are not met. 

“When the production order was placed with Chrysler, the development work 
on the heavy tank was in a primitive stage, the drawings and specifications were 
admittedly incomplete, production engineering had not been accomplished, the 
manufacturing plant and facilities were yet to be built. 

“In one huge bundle the Army handed Chrysler a contract for two kinds of 
tanks (M48 and T-43) and asked the company to build and equip the plant, 
engineer, produce, test, and modify the tanks. Pleading urgency, the Army 
_e_——— 

ome i 

@ Magazine, « @,.2 
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anne Magazine, Sept. 8, 1958. 

a eaeenerees. House. ,, Committee on Armed Services, hearings before a subcommittee 
lit nese al investigations, “Air Force Procurement of Rocket Launchers,” 85th Cong, 
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wrote a loosely worded contract, relied primarily on the company, and hoped 
for the best in this billion-dollar enterprise.” “ 

The terms of this “loosely worded contract” required the company only to bujjg 
the tanks “as soon as practicable,” on a “best efforts” basis, and delivery date 
could be set aside so long as the contractor acted “diligently.” 

“In point of fact, the delivery dates were not met, and the tanks were not ac 
ceptable for service * * * ultimate responsibility rests, of course with the 
Government procuring agency. The contractor was largely relieved of responsi. 
bility beyond “best efforts” by the terms written into the contract * * + 
when the final product was faulty, Chrysler was in a sense the beneficiary of 
its own (or the Government’s) mistakes, for it received contracts to correct the 
deficiencies.” “ 

(b) Economy versus effectiveness: Thus it is apparent that the military face 
very diffcult choices in some aspects of the procurement process. On the One 
hand, the armed services are constantly conscious of the need to be supplied 
with modern equipment in sufficient quantities, and the remarkable rate of prog. 
ress in military technology further complicates an already difficult problem, 
On the other hand, the military’s need to have the best product as quickly ag pos. 
sible must be balanced by the need to justify the expenditure of public funds ty 
fiscal analysis within each service, within the Department of Defense, in the 
Bureau of the Budget, and finally to Congress and the people. In the case of 
the Army’s heavy tanks, the decision was to run the risk of some fiscal inefficiency 
in the expectation of greater (and sooner) military effectiveness. Severe criti. 
cism resulted. If the decisions of Army Ordnance had gone the other way—jo 
hold _up production of heavy tanks during the Korean emergency until the 
highest degree of fiscal efficiency was assured, there can be no certainty that 
later criticism of the Army’s readtape might not have been even more severe, 
For there is a premium on both effectiveness and fiscal efficiency, and it is the 
task of military procurement officers to best accomodate the two. 

3. Performance overspecification.—The heavy-tank incident leads to considers- 
tion of another side of the procurement process; an aspect which was distinctly 
absent in this case. In the heavy-tank contract the Army simply laid out broad 
performance specifications, and left it to the contractor to make the best possible 
weapon within those general requirements. Yet it is one of the most frequent 
complaints against military procurement that the armed services needlessly in- 
flate costs by constantly changing design details of its equipment in the interests 
of an elusive perfection. 

(a) The search for the best equipment: In some cases these changes appar 
ently affect the performance of the equipment only slightly, and thus the term 
“overspecification” has come to apply to equipment with excessive performance 
characteristics. There is an instance of an Air Force requirement that snow 
plows be designed to operate at speeds up to 50 miles per hour,” and there are 
innumerable examples of various vehicles designed and built at considerable 
expense in order to have a capacity to ford streams—though often there is little 
likelihood that this capacity will actually be required under combat conditions. 
This insistence of the armed services on having the best and most moder 
equipment is traditional and always present. As recently as August 1958 Con- 
gressman Vinson charged that the Army had unnecessarily and wastefully 
obligated the Government to purchase a newly designed jeep at an extra cost 
of $1,000 per vehicle over the older design. The Appropriations Committees of 
both the House and Senate have maintained that the “new” design is merely a 
modification of the old, while the Army, on the other hand, has claimed that the 
new vehicle was truly new, and is “one of the best the Army has ever come up 
with.” ™ 

(he Committee for Economic Development recently commented : 

“To insist on the very best in equipment performance—down to the last but- 
ton—is a military tradition that is understandable. Yet this is a practice which 
tends to raise production and maintenance costs, and to lengthen production 
cycles * * * the traditional emphasis on the best even where it matters little 
should be discarded whenever excessive specifications, though adding greatly 


# “Military Tank Procurement,” 10th Report by the Committee on Government Opera: 
ape Clonee). 85th Cong., 1st sess., pp. 13-14. 


% Referred to by the Director of the Defense Accounting and Auditing Division, General 
Accounting Office, telephone conversation, February 1959. 
51 New York Times, Aug. 31, 1958. 
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equipment costs, add relatively little to actual performance in combat use. 
Actually, insistence on high performance characteristics has often led to com- 
plexity that has made material undependable.” “ 

(b) The purpose of the best: The arguments against insisting on the very best 
equipment are persuasive, but it may be seriously questioned whether a society 
which places the highest possible value on the individual, and which is at the 
same time blessed with material plenty, is not bound to do its utmost to protect 
the life and limb of its combat soldiers. They are few enough and war is 
hazardous enough—any safety margin built into equipment has much to say for 
itself. 
¢. Toward better procurement 


It seems obvious that a program of the magnitude of $24 billion a year would 
contain instances of waste and inefficiency and that it would always be subject to 
improvement, no matter how efficiently it were conducted. The question, there- 
fore, is not whether improvement and savings are possible. The possibility of 
sayings can be admitted at the outset. The question, on the contrary, is how 
much savings can be accomplished at what additional cost. 

There are several suggestions for improvement and savings. For example, 
some observers point to the fact that relatively junior, low paid people represent 
the Government in contract negotiations while very experienced, highly paid rep- 
resentatives sit on industry’s side of the table; therefore, they urge providing 
comparable salary scales. Still another suggestion is that economies might be 
realized by a wider use of the weapons-system approach to procurement; i.e., 
that greater latitude should be given to a prime contractor. Others argue that 
more intensive screening of contracts would avoid considerable losses, 

But there are arguments on the other side of these suggestions, too. Goy- 
ernment salary scales are not comparable to those in industry and any effort 
to make them widely comparable would in itself be costly. As to the weapons- 
system approach, too much latitude given to prime contractors under a profit- 
incentive scheme, if not carefully administered, may lead to “excessive’’ profits 
and may present opportunities for cutting quality. More intensive screening of 
contracts may entail its own delays and increase costs in other ways. 


IV. THE CONFLICTS INHERENT IN MILITARY EFFICIENCY 


A. Congressional and local impact of military efficiency 


One of the most familiar conflicts inherent in military efficiency concerns 
the “nondefense objectives” which can hinder better military management. 
Parly in 1958, for example, the Army, which under the single-manager sys- 
tem purchases food for all the armed services, announced that in the inter- 
ests of economy it would relocate its New York City food-purchasing head- 
quarters in Virginia. It was said that this move would save the Department 
of the Army $346,000 annually, but the announcement met with violent oppo- 
sition from business, labor, and political leaders in New York City and was 
protested in Congress as well. The Army’s desire to operate according to 
the principles of business efficiency had come in conflict with the economic 
stake of a good many individuals—a consequence which could not be ignored. 

Significantly larger sums of money and wider consequences were involved 
in a not dissimilar instance in 1957. The Chrysler Corp., after receipt of a 
contract to produce tanks, notified the Army that the tanks could be manu- 
factured at Chrysler plants either in Detroit or Newark, Del., but with a dif- 
ferent cost depending on location. The Army made its decision on the basis 
of costs, and chose to have the tanks produced in Newark, where costs were 
expected to be $1,879,000 less than in Detroit. Not long afterward considerable 
opposition arose in Michigan against this award, and the Governor of the 
State and Members of the Michigan delegation to Congress formally protested 
tothe Army. In the Senate, Senator McNamara observed that: 

“Unfortunately, the coldly analytical approach of the army does not take into 
account the 98,000 unemployed workers in the Detroit area. Since human and 
economic suffering does not lend itself to a dollars-and-cents formula, Detroit’s 
unemployed have no place in the Army’s calculations.” ™ 


—_—_—_—_—— 
8 ay ittee for Economic Development, “The Problem of National Security,” op. cit., 
™ Congressional Record, Senate, June 6, 1957. 
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In contrast, the report of the Committee for Economic Development. noteg 
that congressional opposition : 

“Often prevents the services from abandoning obsolete military installations, 
forcing the continuance of unnecessary overhead and maintenance costs. Here 
is a particularly large and objectionable source of waste. The same considera. 
tions interfere with the efficient distribution of defense contracts.™ 

It is relevant to ask, however, whether such comments, which are based solely 
on fiscal efficiency, go far enough? The negative aspects of 98,000 unemployed 
in Detroit are great indeed, and the decision whether to help alleviate this condi- 
tion through the expenditure of Federal funds is clearly a matter of high-leyg 
policy. So long, however, as the armed services are expected to manage their 
business largely according to the principles of private business, such problems 
will remain immensely complex and will not allow of any simple or predictable 
solution. 


B. The problem of strategic choice 


Very frequently, dollar figures of “waste” are applied to entire strategic 
programs, and it is clear that the critic is not really criticizing mismanagement 
in the military so much as he is attacking a particular strategic choice. Amo 
recent examples which fall within this category are those claims that the Nation 
has “wasted” between $6.5 and $7.5 billion on a system of “point” air defenge, 

The claim is made that such air defenses (based on the Nike-Hercules) wil] 
become useless in the very near future because of their limited range and their 
consequent ineffectiveness against Soviet air-to-surface missiles or long-range 
ballistic missiles.® 

This claim will of course be valid when the Soviet strategic air force is no 
longer designed around the heavy bomber—but that day is not yet with us, and 
if an attack should be launched upon American cities now, the necessity of 
Nike-Hercules would not be gainsaid. Consequently, while the $6 or $7 billion 
spent on point defense may, after a period of time, bring us no security, the 
expenditure is best viewed as outdated insurance, and not as “waste.” 

Taking another example, who can say with certainty that the reported $100 
million extra cost involved in producing two IRBM’s (Thor and Jupiter) is an 
example of waste?" The argument that this price was paid in order to insure 
that at least one type of IRBM was operational in Europe by the end of 1958 
is not without force. This is by no means an argument in favor of duplicated 
effort, but it must be conceded that a broad segment of expert opinion holds 
that where the most complicated weapons systems are involved, a degree of 
conscious duplication (say up to the prototype stage) may be fully justified. 


V. RESOLUTION OF THE CONFLICT 


Much of the concern about possible waste and inefficiency in the armed serv- 
ices is based on the assumption that the Armed Forces can be run on the same 
set of principles of efficiency as business. But the two are hardly comparable. 
It would be an absurdity in business if a complex and expensive machine 
were bought and never used. But in defense the purposes a machine is to serve 
might be entirely different. Who can say that the B-86 was a failure simply 
because it never dropped a bomb in anger? If the B-36 deterred war for the 
few short years it was operational, it was fantastically successful and worth 
many times its actual cost. 

Similarly, in defense time may be more precious than money. A weapon 
now, produced on a crash program full of mistakes and shocking waste, may 
be worth much more than the same weapon 2 years from now produced by careful, 
conservatively efficient procedures at one-tenth the cost. 

This is not to say that there is no room for improvement in the management 
of the services. It seems likely that there is. The point is really that many 
values other than simple business efficiency must be served in the management 
procedures of defense and only a very extensive and careful investigation (a8 
by the Hoover Commission) could reveal the specific courses of action that 
might offer improvement. 





% “The Problem of National Security,” op. cit., pp. 46—47. 

% Washington Post, Sept. 1, 1958, p. H8. Apparently in reference to another weapons 
program, Eric Sevareid made a similar statement on CBS radio, Feb. 17, 1959, when he 
referred to a still-secret AF project, which many “informed scientists” say will be u 
and will cost $2 billion if carried through. 

% See, for example, the Washington Post, May 9, 1958, p. A8, and Feb. 2, 1958. 
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Just what savings these specific courses of action might bring is open to 
yestion. It seems prudent not to expect truly large savings from merely 
administrative innovations. Really substantial savings (say, on the order of a 
pillion Or more) can probably be had only by cutting programs—that is, by 
those hard, strategic decisions, involving calculated risks, by which a whole 
weapons system can be eliminated. 

In matters of defense, in other words, it is dangerous to use a meat ax: 
muscle may be cut with fat. Restoring muscle is costly, at best. The real 
danger is that there may not be an opportunity to restore it. 


APPENDIX XVIII 


“LEGAL STATUS OF LOW BIDDER ON MILITARY PROCUREMENT CON- 
TRACTS,” BY J. R. BOLINGER, LEGAL ANALYST, AMERICAN LAW 
DIVISION, LEGISLATIVE REFERENCE SERVICE, THE LIBRARY OF 
CONGRESS, APRIL 17, 1959 


LEGAL STATUS OF LOW BIDDER ON MILITARY PROCUREMENT CONTRACTS 


Statutory law covering procedure for awarding military procurement con- 
tracts under formalized bidding is contained in two sections of tifle 10, United 
States Code, section 2275 dealing with aircraft or parts and accessories 
provides— 


“§ 2275. Contracts: review of decisions 
“The Secretary of a military department may award a contract for aircraft, 
aircraft parts, or aeronautical accessories under this chapter to the person whom 
he finds to be the lowest responsible bidder who can satisfactorily perform 
the work to the best advantage of the United States. Except for review by 
the President or a Federal court, or as otherwise provided by the contract, 
the decision of the Secretary is not reviewable as to— 
“(1) the award of the contract; 
“(2) the interpretation of the contract; or 
“(3) the application and administration of the contract. (Aug. 10, 1956, 
ce. 1041, 70A Stat. 126.)” 
Section 2305 dealing with procurement generally provides— 


“¢ 2305. Formal advertisements for bids; time; opening; award; rejection 


“(a) Whenever formal advertising is required under section 2304 of this title, 
the advertisement shall be made a sufficient time before the purchase or contract. 
The specifications and invitations for bids shall permit such free and full com- 
petition as is consistent with the procurement of the property and services 
needed by the agency concerned. 

“(b) The specifications in invitations for bids must contain the necessary, 
language and attachments, and must be sufficiently descriptive in language and 
attachments, to permit full and free competition. If the specifications in an 
invitation for bids do not carry the necessary descriptive language and attach- 
ments, or if those attachments are not accessible to all competent and reliable 
bidders, the invitation is invalid and no award may be made. 

“(¢) Bids shall be opened publicly at the time and place stated in the advertise- 
ment. Awards shall be made with reasonable promptness by giving written 
notice to the responsible bidder whose bid conforms to the invitation and will 
be the most advantageous to the United States, price and other factors considered. 
However, all bids may be rejected if the head of the agency determines that re- 
jection is in the public interest. 

“(d) If the head of the agency considers that any bid received after formal 
advertising evidences a violation of the antitrust laws, he shall refer the bid to 
the Attorney General for appropriate action. (Aug. 10, 1956, c. 1041, 79A Stat. 
180; Sept. 2, 1958, Public Law 85-861, § 1(44), 72 Stat. 1457.)” 

Section 2305 (c) first appeared as section 3 (b) of the Armed Services Procure- 
ment Act of 1947 (62 Stat. 21). The legislative history of this statute clearly 
indicates that it was not intended to broaden the scope of existing authority or 
to introduce new factors into the evaluation of bids submitted in response to 
advertised procurements. The Secretary of War when submitting the draft 
legislation to the House of Representatives stated : 

By section 8(b) the principles that contracts shall be awarded to the lowest 
responsible bidder and that the Government may reject all bids when such action 








608 MILITARY PROCUREMENT 


is deemed advisable are reiterated. The question as to whether a particular 
bidder is a “responsible bidder” is one of sound business judgment, depending 
upon an evaluation of the bidder’s experience, reputation, financial resources and 
other factors. * * * (Page 431, hearings on H.R. 1366, 80th Cong. before Sub. 
committee 6 of Committee on Armed Services, )” 

In discussion of the intent of section 3(b) the following appears at page 575 
of the House hearings on H.R. 1366: 

“Mr. Vinson. Is there any departure from the law today with reference to 
advertisements as set out in section 3? Are you following the same principles? 

“Mr. Hitt. Yes, sir. 

“Mr. ANDERSON. The same principles that have been adhered to heretofore? 

“Mr. Hiri. That is right. 

“Mr. Vinson. There are no new standards in section 3 other than .what has 
been in the law to date? 

“Mr. Hitt. That is right. 

“Mr. CoLe. Why, then, is it necessary to relegislate? 

“Mr. ANDERSON. Because this particular bill cuts across a lot of previous 
legislation which is repealed in one of the late sections of the act.” 

And the following appears at page 445 of the same hearings: 

“Mr. Bates. The thought entered my mind, and the reason for my inquiry 
was that while the provisions of section 1 state that purchases shall be made by 
advertising, can it be construed that the low bid must be accepted? 

“Mr. Vinson. That is right. 

“Mr. Royay. Or rejected. 

“Mr. Bates. Or rejected. Is that clear in this language? 

“Mr. VINSON. Yes. 

“Mr. Roya. I think so, if you read it in connection with section 3. 

“Mr. Vinson. If you read it in connection with section 3709 of the Revised 
Statutes. 

“Mr. Roya. That is right, sir.” 

House Report No. 109, 80th Congress states that section 3(b) requires awards 
to be made to the lowest responsible bidder. On the other hand Senate Report 
No. 571, 80th Congress states that section 3(b) also provides for situations 
where the public interest dictates an award to someone other than the lowest 
responsible bidder. 

The Department of the Air Force in implementing section 3(b) of the Armed 
Services Procurement Act of 1947, as amended (10 U.S.C. 2305(c)), issued see- 
tion 2-406.3 of the Air Force Procurement Instructions which provides— 

(a)(1) The term “price and other factors considered” contemplates that in 
making an award the Government will consider not only the prices offered but 
also the ability of the bidder to perform (see ASPR and AFPI 2.406.1) and any 
cost factors which will affect the overall cost to the Government. However, 
acceptance of other than the lowest bid is not authorized simply because the 
supplies or materials offered are of a better quality than those offered by the 
lowest bidder so long as those offered by the lowest bidder meet the quality 
requirements, if any, specified in the IFB. 

It is generally settled law that most statutes governing the awarding of bids 
by governmental agencies are enacted for the benefit of the public who are 
served by these agencies, and not for the benefit of the bidders, and, therefore, 
that bidders have no right to sue on the ground that the provisions of such an 
act have been violated, in that the contract had not been let to the lowest 
bidder. 

Perkins v. Lukens Steel Co., 310 U.S. 113 and cases cited therein. 

Hever Products Co. v. United States (1956), 140 F. Supp. 409 and cases cited 
therein. 

However, there have been some notable exceptions announced by various 
courts to this general rule. Thus in the case of United States v. Purcell Ew 
velope Co., (1918), 249 U.S. 313, the Supreme Court of the United States made 
some remarks which are of particular significance today. In this case the et- 
velope company had been the low bidder on a contract which had been accepted 
and the company told to prepare a formal contract. Before the contract could 
be executed a new Postmaster General had been appointed and he refused to 
go through with the contract. The Government contended that the Postmaster 
General had discretion, and when exercised it was paramount; his action being 
“quasi-judicial,” and the contract not having been consummated, it was within 
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js power to review and set aside the decision of his predecessor. In comment- 
ing upon this the Court stated : 

“We are unable to concede the fact or the power asserted to be dependent 
upon it. There must be a point of time at which discretion is exhausted. The 

rocedure for the advertising for bids for supplies or services to the Govern- 
ment would else be a mockery—a procedure, we may say, that is not permissive 
put required (sec. 3709, Rev. Stats.). By it the Government is given the bene- 
fit of the competition of the market and each bidder is given the chance for a 
pargain. It is a provision, therefore, in the interest of both Government and 
pidder, necessarily giving rights to both and placing obligations on both. And 
it is not out of place to say that the Government should be animated by a justice 
as anxious to consider the rights of the bidder as to insist upon its own.” 

The judgment of the Court of Claims in favor of the envelope company was 
affirmed by the Supreme Court. 

In the case of Heyer Products Company v. United States (1956), 140 F. Supp. 
409, the U.S. Court of Claims permitted an unsuccessful bidder to sue upon an 
allegation that the Government did not invite bids in good faith, but merely 
as a pretense to conceal its purpose to let a contract to some favored bidder. 
In the course of its opinion the court stated : 

“The cases we cited in the beginning of this opinion hold that acts requiring 
advertising and letting to the lowest responsible bidder confer no right on the 
pidder to secure the contract, whether or not he is the lowest responsible bidder, 
and, hence, he may not recover his loss of anticipated profits. We do not under- 
stand the Supreme Court in the Purcell Envelope case, supra, to have intended 
to hold to the contrary, but it did definitely recognize that the bidder had certain 
rights, and that the Government was under an obligation to respect those rights. 

“(4) Among these rights is the right to have his bid honestly considered. The 
Government is under the obligation to honestly consider it and not to wantonly 
disregard it. If this obligation is breached and plaintiff is put to needless ex- 
pense in preparing its bid, it is entitled to recover such expenses. 

“(5,6) It goes without saying that not every unsuccessful bidder is entitled 
to recover the cost of putting in his bid. Recovery can be had in only those cases 
where it can be shown by clear and convincing proof that there has been a 
fraudulent inducement for bids, with the intention, before the bids were invited 
or later conceived, to disregard them all except the ones from bidders to one of 
whom it was intended to let the contract, whether he was the lowest responsible 
bidder or not. In other words, it must be shown that bids were not invited in 
good faith, but as a pretense to conceal the purpose to let the contract to some 
favored bidder, or to one of a group of preferred bidders, and with the intent 
to willfully, capriciously, and arbitrarily disregard the obligation to let the 
contract to him whose bid was most advantageous to the Government. 

“Defendant’s motion to dismiss plaintiff's petition is denied.” 

In the Heyer case, supra, Judge Madden dissented in part, and his state- 
ments are of importance to the question: 

“I think that under the terms of the Armed Services Procurement Act of 
1947, 41 U.S.C.A. section 151(b) (now 10 U.S.C. 3205c), the plaintiff had an 
interest which that law was designed to protect. The principal purpose of laws 
relating to bidding, and of the statute here under consideration is, of course, the 
protection of the public treasury. But the background of this statute seems to me 
to show that another purpose of the statute was to give small businessmen the 
right to get Government contracts if their bids were more advantageous to the 
Government than competing bids. I would treat the plaintiff's claim as one 
founded upon an act of Congress. If, upon trial, the plaintiff proves that the 
act has been violated by the agents of the Government, to his damage, I would 
give him a judgment for the damage. 

“Tam not unmindful that in administering the business affairs of the Govern- 
ment, a wide discretion, within the stated legal limits, should be allowed to the 
responsible agents. But no one would claim, and the Government does not claim, 
that conduct such as that alleged in the plaintiff’s petition is within the allow- 
able discretion of any Government officer. 

“The opportunity to expose such conduct as that alleged in the petition, in a 
judicial proceeding, and the awarding to the victims of such conduct of compen- 
sation for their losses resulting therefrom, would be good for public morals. I 
would let the plaintiff prove, if it can, what it has alleged, and if it does prove 
it, let the normal legal consequences follow.” 
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The Comptroller General of the United States has had occasion to rule upo 
section 2305(c) of title 10, United States Code and section 2-406.3 of the ay 
Force Procurement Instructions, supra. In a decision dated July 23, 1957 
Comp. Gen. 51) he held that the contracting officer of the Air Force Was rp 
quired to make awards to the lowest responsible bidder and in the absence Ota 
determination that the low bidder was not responsible, no authority existed tp 
support his action in awarding the bid to a higher bidder. The company whose 
contracts were canceled as a result of this decision requested a reconsideration 
and on February 27, 1958 (37 Comp. Gen. 550) the decision was affirmed, The 
Comptroller General stated in part: 

“Your request for reconsideration of the decision is based primarily upon tiy 
fact that both the invitations for bids and the statute under which the contragy 
were executed (10 U.S.C. 2305) provide that a contract shall be awarded to 
that responsible bidder whose bid, conforming to the invitation, will be most 
advantageous to the Government, price and other factors considered. It ig your 
opinion that inclusion of the phrase ‘other factors considered’ in the statyt, 
is to be regarded as a clear expression of legislative intent that a contract ney 
not be awarded to a low bidder where, upon a comparative evaluation of factor 
such as experience, skill, and equipment of the bidders, it is determined that, 
higher bidder will be able to perform the contract in such an efficient manner 
that the Government may ultimately be expected to receive benefits in excegs of 
any monetary advantage it might realize initially in accepting a lower big, 
Under such interpretation, you contend that the invitation was in complete 
harmony with the statute and with the Air Force regulations issued thereunder. 
that the awards to your company, based upon the contracting officer’s dete: 
mination that you were the most qualified bidder and that the difference betwee, 
your bids and the low bids was insufficient to overcome such additional quaj- 


fications, were within the scope of the contracting officer’s authority ; that bind | 


ing contracts were formed when the contracting officer accepted your bids; and 
that your company, having proceeded in good faith in reliance on such contracts, 
is entitled to be reimbursed for damages, including loss of anticipated profits, 
resulting from their cancellation.” 

After reviewing the legislative history and section 2-406.3 of the Air Fore 
procurement instructions he went on to say: 

“ * * * In view of the legislative history cited above the conclusion reached 
in the regulations would appear to be a proper interpretation of the intent of 
the statute. We see no conflict between such provision and the case of O’Brien 
v. Carney, 6 F. Supp. 761, upon which the brief submitted in support of your 
claim relies, since that case, in our opinion, only reiterates the established rule 
that a contracting officer may reject a low bid if such bid is submitted bya 
bidder who is not responsible. 

“Contracting officers, in exercising powers conferred upon them by statute or 


regulation, are bound to follow prescribed procedures, and acts of such officers | 


in excess of authority are void and do not bind or estop the Government. 

In view thereof, we must conclude that the actions of the contracting officer 
in awarding contracts No. AF 21 (602)-296 and 297 to your company were 
violations of the provisions of 10 U.S.C. 2305 and of the Air Force regulations 
issued in implementation of such statute. Under the circumstances, we believe 
that the contracts were void ab initio and, in the absence of actual services 


rendered by your company to the United States, no legal obligation was impose | 


upon the Government to reimburse your company for expenditures incurred i 
reliance upon such awards.” 


CONCLUSION 


1. The low bidder on military procurement whose bid is not accepted may 
institute action in the U.S. Court of Claims under the provisions of title 28 
United States Code, section 1491. 

2. Based upon the language of the Supreme Court of the United States in the 
Purcell case, the decision of the U.S. Court of Claims in the Heyer case and the 
decisions of the Comptroller General, above cited, there appears no good reason 
why a low bidder, whose bid was not accepted, could not recover substantial 
damages if he could prove in court that he was a “responsible bidder whose bid 
conformed to the invitation and would be most advantageous to the United 
States, price and other factors considered.” 

J. R. BOLINGER, 
Legal Analyst, American Law Division. 
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APPENDIX XIX 


“IFTS OR UNDUE INFLUENCE BETWEEN SUBCONTRACTOR AND 
PRIME CONTRACTOR ON MILITARY CONTRACTS,” BY JOHN R. BOL- 
INGER, LEGAL ANALYST, AMERICAN LAW DIVISION, LEGISLATIVE 
REFERENCE SERVICE, THE LIBRARY OF CONGRESS, APRIL 22, 1959 


GIFTS OR UNDUE INFLUENCE BETWEEN A SUBCONTRACTOR AND PRIME CONTRACTOR ON 
MILITARY CONTRACTS 


. The Federal statutes dealing with this subject are 18 U.S.C. 216, covering the 
procurement of contracts by an officer of the Government or Member of Con- 
gress; 22 U.S.C. 1764, which prescribes penalties for accepting commissions for 
procurement services by officers and employees or persons who previously were 
officers or employees of the United States; and 41 U.S.C. sections 51, 52, 53, 
and 54, dealing with fees or kickbacks by subcontractors on cost-plus-a-fixed 
fee or other cost reimbursable contracts. 

‘ Generally, bribery is the offering, giving, receiving, or soliciting of anything 
of value with intent to influence the recipient’s action as a public official, 
whether executive, legislative or judicial. Under Federal law the recipient 
must come within the definition of an officer, employee, or agent of the United 
States. 

With respect to the procurement of contracts, title 18 U.S.C. 216 provides: 


“$216. Procurement of contract by officer or Member of Congress 


“Whoever, being a Member of or Delegate to Congress, or a Resident Com- 
missioner, either before or after he has qualified, or being an officer, employee, 
or agent of the United States, directly or indirectly takes, receives, or agrees 
to receive, any money or thing of value, for giving, procuring or aiding to pro- 
cure to or for any person any contract from the United States or from any of- 
ficer, department or agency thereof; or 

“Whoever, directly or indirectly, offers, gives, or agrees to give any money or 
thing of value for procuring or aiding to procure, any such contract— 

“Shall be fined not more than $10,000 or imprisoned not more than two years, 
or both; and be disqualified from holding any office of honor, profit, or trust 
under the United States. 

“The President may declare void any such contract or agreement. (June 25, 
1948, c. 645, 62 Stat. 694.)” 

This statute may be traced back to an act of July 16, 1862 (12 Stat. 577), 
which was entitled: “An act to prevent members of Congress and Officers of 
the government of the United States from taking consideration for procuring 
contracts office, or place from the United States, and for other purposes.” 

While the clause “Whoever, directly or indirectly, offers, gives, or agrees to 
give any money or thing of value for procuring or aiding to procure, any such 
contract—” in the above statute is admittedly broad and general, a prime con- 
tractor would still have to be considered as an “agent” of the United States to 
come within the statute. No cases were found construing this particular clause 
and very few cases have ever been prosecuted under the statute. 

In determining how far the courts might go in deciding who was an “officer, 
employee, or agent” of the United States, the case of Krichman v. United States, 
(1921) 256 U.S. 268, is interesting. In this case the lower courts had held 
that a baggage porter employed in a station of a railroad controlled and oper- 
ated by the United States under the railroad control legislation of World War 
I was a “person acting for or on behalf of the United States in any official 
function.” The Supreme Court of the United States reversed this decision, 
stating in its opinion: 

“It is true that in the emergencies of war the Government took over the op- 
eration of the railroads, and placed them under the control of the President, 
acting by his chosen Director General, who was given full authority to avail 
himself of the services of railroad officials, directors, employees, etc., with 
ample authority over all. But we cannot believe that this action brought every 
service, however remote from the exertion of official authority, into the exercise 
of an official function within the meaning of the statute. We are constrained 
to the conclusion that the construction given in the courts below, and insisted 
upon by the Government, practically recasts the statute from one embracing of- 
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ficials, and those discharging official functions, into one including every person 
discharging any sort of duty while the Government is in control of the work, 

“The Government admits that the statute is ambiguous. While 
statutes are to be given a reasonable construction, ambiguities are not to be 
solved so as to embrace offenses not clearly within the law. We are unabje 
to remedy the uncertainties of this statute by attributing to Congress an jp. 
tention to include a baggage porter with those who discharge official duties 
in the operation of a railroad controlled by an officer of the Government.” 

Section 1764 of title 22 U.S.C. was originally enacted as section 412 of the 
Mutual Defense Assistance Act of 1949. (63 Stat. 721). It was enlarged 
and reenacted as section 512 of the Mutual Security Act of 1954. (68 Stat 
854). It provides as follows: 


“§ 1764. Penalties for accepting commissions, etc. for procurement services by 
United States officers and employees 


“Whoever offers or gives to anyone who is or in the preceding two years 

has been an employee or officer of the United States any commission, pay. 
ment, or gift, in connection with the procurement of equipment, materials, 
commodities, or services under this chapter in connection with which procure 
ment said officer, employee, former officer 6r former employee is or was em. 
ployed or performed duty or took any action during such employment, and 
whoever, being or having been an employee or officer of the United States ip 
the preceding two years, solicits, accepts, or offers to accept any commission, 
payment, or gift in connection with the procurement of equipment, materials, 
commodities, or services under this chapter in connection with which pr- 
curement said officer, employee, former officer or former employee is or wag 
employed or performed duty or took any action during such employment, shal] 
upon conviction thereof be subject to a fine of not to exceed $10,000 or imprison- 
ment for not to exceed three years, or both: Provided, That this section shall 
not apply to persons appointed pursuant to sections 1790(a) or 1898 of this 
title. (Aug. 26, 1954, c. 937, ch. IV, § 512, 68 Stat. 854.)” 
As will be noted from the language of the statute it applies only to “employees 
or officers” or “former employees or former officers” of the United States. The 
exceptions mentioned in the statute apply to “experts and consultants” who 
may be employed by any Government agency (22 U.S.C. 1790A), and to any 
advisory board to the President (22 U.S.C. 1898). 

Sections 51, 52, 53 and 54 of title 41 U.S.C. were enacted as Public Law 319 
of the 79th Congress 2d session (60 Stat. 37). The title of the act was: 

“To eliminate the practice by subcontractors, under cost-plus-a-fixed fee 
or cost reimbursable contracts of the United States, of paying fees or kick 
backs, or granting gifts or gratuities to employees of a cost-plus-a-fixed fee 
or cost reimbursable prime contractors or of higher tier subcontractors for the 
purpose of securing the award of subcontractors of orders.” 

The sections provide as follows: 


“$51. Fees or kickbacks by subcontractors on cost-plus-a-fixed-fee or cost re 
imbursable contracts; recovery by United States; conclusive presump 
tions ; withholding of payments 


“The payment of any fee, commission, or compensation of any kind or the 
granting of any gift or gratuity of any kind, either directly or indirectly, by 
or on behalf of a subcontractor, as defined in section 52 of this title, (1) to 
any officer, partner, employee, or agent of a prime contractor holding a con 
tract entered into by any department, agency, or establishment of the United 
States for the furnishing of supplies, materials, equipment or services of any 
kind whatsoever, on a cost-plus-a-fixed-fee or other cost reimbursable basis; 


} 


or to any such prime contractor or (2) to any officer, partner, employee, or | 


agent of a higher tier subcontractor holding a subcontract under the prime 


contract, or to any such subcontractor either as an inducement for the award | 


of a subcontract or order from the prime contractor or any subcontractor, of 
as an acknowledgment of a subcontact or order previously awarded, is pro 
hibited. The amount of any such fee, commission, or compensation or the 
cost or expense of any such gratuity or gift, whether heretofore or hereafter 
paid or incurred by the subcontractor, shall not be charged, either directly or 
indirectly, as a part of the contract price charged by the subcontractor # 
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the prime contractor or higher tier subconstractor. The amount of any such 
fee, cost, or expense Shall be recoverable on behalf of the United States from 
the subcontractor or the recipient thereof by set-off of moneys otherwise owing 
to the subcontractor either directly by the United States, or by a prime con- 
tractor under any cost-plus-a-fixed-fee or cost reimbursable contract, or by an 
action in an appropriate court of the United States. Upon a showing that 
a subcontractor paid fees, commissions, or compensation or granted gifts or 

atuities to an officer, partner, employee, or agent of a prime contractor or 
of another higher tier subcontractor, in connection with the award of a sub- 
contract or order thereunder, it shall be conclusively presumed that the cost 
of such expense was included in the price of the subcontract or order and 
ultimately borne by the United States. Upon the direction of the contract- 
ing department or agency or of the General Accounting Office, the prime 
contractor shall withhold from sums otherwise due a subcontractor any amount 
reported to have been found to have been paid by a subcontractor as a fee, 
commission, or compensation or as a gift or gratuity to an officer, partner, 
employee, or agent of the prime contractor or another higher tier subcontractor. 
(Mar. 8, 1946, c. 80, § 1, 60 Stat. 37.) 


“§§2. Same: definitions 


“For the purpose of sections 51-54 of this title, the term “subcontractor” is 
defined as any person, including a corporation, partnership, or business associa- 
tion of any kind, who holds an agreement or purchase order to perform all or any 
part of the work or to make or to furnish any article or service required for the 
performance of a cost-plus-a-fixed-fee or cost reimbursable contract or of a sub- 
contract entered into thereunder, and the term “person” shall include any 
subcontractor, corporation, association, trust, joint-stock company, partnership, 
orindividual. (Mar. 8, 1946, c. 80, § 2, 60 Stat. 38.) 


“$53. Same: power of General Accounting Office 


“For the purpose of ascertaining whether such fees, commissions, compensation, 
gifts, or gratuities have been paid or granted by a subcontractor, the General Ac- 
Accounting Office shall have the power to inspect the plants and to audit the 
books and records of any prime contractor or subcontractor engaged in the per- 
formance of a cost-plus-a-fixed-fee or cost reimbursable contract. (Mar. 8, 1946, 
c. 80, § 3, 60 Stat. 38.) 


“$54. Same: penalties 


“Any person who shall knowingly, directly or indirectly, make or receive any 
such prohibited payment shall be fined not more than $10,000 or be imprisoned 
for not more than two years, or both. (Mar. 8, 1946, c. 80, § 4, 60 Stat. 38.)” 

While section 51 of title 41 U.S.C. provides for recovery by the Government of 
kickbacks and fees either as a setoff or by a civil action the courts have held that 
sections 51-54 are penal in character, should be construed strictly and cannot be 
enlarged by implication or intendment beyond the fair meaning of the language 
used. (United States v. Barnard, (1958) 255 F. 24 583). 


CONCLUSION 


1. Section 216 of title 18 and section 1764 of title 22 United States Code do not 
appear to be applicable since it is very doubtful that any court would construe 
a prime contractor or a subcontractor to be an “officer, employee, or agent” of the 
United States. 

2. Sections 51, 52, 53, and 54 of title 41 would appear to cover the subject ade- 
quately except that they are limited to kickbacks or gifts given and received in 
connection with contracts on a cost-plus-a-fixed-fee or other cost recoverable basis. 
(U.8. v. Barnard, 255 F. 24 583). If it is intended to cover all types of contracts 
involving prime contractors section 51 of title 41 United States Code should be 
amended to so state. 

JOHN R. BOLINGER, 
Legal Analyst, American Law Division. 
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APPENDIX XX 


“PENTAGON EXPANDS INCENTIVE CONTRACTS, BUT OBSTACLEs 


ARISE,” BY LOUIS KRAAR (THE WALL STREET JOURNAL, APRIL 30, 
1959) 


PENTAGON EXPLAINS INCENTIVE CONTRACTS, BUT OBSTACLES ARISE—SOME Weapong 
FinMs ARE LEERY OF PLAN’S PENALTY FEATURES ; ARMY SHOWS LITTLE INTEREs? 


(By Louis Kraar, staff reporter of the Wall Street Journal) 


WASHINGTON.—The Pentagon, aiming to increase its pace in the arms race, 
is stepping up a year-old effort to reward weapon producers with extra profits 
for exceptional work—and penalize them for less satisfactory results. ’ 

But at the same time the drive is running into barriers. Among them: W: 
defense contractors, tradition-bound military men, and the definite threat that 
the Government may take back at least part of the extra profits the companies 
make under such contracts. 

The reward-and-penalty plan aims to prod contractors to turn out weapons 
better, faster, or cheaper—or in any combination thereof—than under standard 
fixed-price contracts. Until recently, incentive contracts were limited 
to the cost-cutting field. As a sample of a contract clause seeking superior 
performance, consider this: If the Air Force wants to achieve maximum alti- 
tude, as it does with the F—106 being built by General Dynamics’ Convair Diyi- 
sion, the service sets, say, 60,000 feet as the altitude goal. If the company 
makes a plane that can fly up to 65,000 feet, it might get another 5-percent 
profit; if altitude is only 55,000 feet, profit could drop by 5 percent. Defense 
shoppers figure any extra profits they pay will be more than offset by obtaining 
weapons with longer useful lives. 


A PENTAGON FIXTURE 


From a mere experiment last year, the profit incentive system is growing into 
something like a fixture on the Pentagon scene. Until recently it was only the 
Air Force that had adopted the idea. But this biggest-spending service alone 
already has written such provisions into contracts covering hundreds of millions 
of dollars worth of weapons; included are certain features of the B—58 bomber 
and the Hound Dog air-to-ground guided missile, as well as the F—106 fighter. 

Now the Navy is joining up. It has just awarded Grumman Aircraft Engi- 
neering Corp. a $101.7 million contract that allows the company extra profits 
for producing a carrier-based jet attack plane, the A2F-1, with extra reliability, 
superior performance and at low cost. If the company’s product falls below 
agreed-on minimum levels for these three goals, Grumman will make less on 
the contract. 

“Both the Navy and Grumman stand to gain,” declares a high military official, 
“If specific performance objectives are exceeded and costs are well controlled, 
the Navy will receive an advanced aircraft more quickly than in the past, and 
at lower cost. Grumman in turn receives additional profit dollars for its con- 
centrated engineering and management effort.” 

The Navy now is negotiating another contract for work on the Polaris-missile- 
firing submarine that will offer subcontractors similar incentives for achieving 
certain secret extras in performance. 

The Armed Services Procurement Regulations, the basic shopping guide for 
Pentagon purchasing agents, stands a good chance of being revised to encour- 
age wider use of profit incentives based on desirable performance features, relia- 
bility, and speedy delivery. 

CUTTING SOME REDTAPE 


And Massachusetts Senator Saltonstall, ranking Republican on the Senate 
Armed Services Committee, is pushing with administration support a bill de 
signed to foster more incentive contracts by cutting some of the redtape involved 
in such agreements. Among other things, the bill would scrap a requirement 
that a head of any service must personally determine that any incentive contract 
is either less costly than the usual arrangement or is necessary to get the job 
done. The Senate group probably will begin hearings on the Saltonstall bill 
next month. 
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Behind the shift toward incentive contracts is the growing belief of defense 
Jeaders that national survival rests largely on the efforts of private companies, 
plus. the fact that some leading defense contractors, including Raytheon Manu- 
facturing Co., Curtiss-Wright Corp., and General Dynamics, have indicated they 
will seek more civilian business because their profits on military contracts are 
less attractive. 

“The outcome of the arms race may depend largely on whether profits under 
military contracts provide enough incentive for companies to speed development 
of weapons, produce better ones, and make them more economically,” declares 
one private consultant to the Pentagon. , i : 

Beyond this lies another, perhaps more worrisome consideration : The fact 
that some weapons, notably certain missiles, have proven less accurate and 
less reliable than military men had hoped. The reward-and-penalty system, 
Pentagon warriors figure, eventually may help reduce missile misfires, to single 
out just one kind of disappointment. 

But a number of defense contractors, even including some that are signing 
up for incentive contracts, are harboring misgivings. Most of all, they’re worried 
that despite their best and costliest efforts, they may not manage to qualify for 
the extra profits, or that even if they do qualify, they may not be able to keep 
what they get. 

A CHALLENGING EXPERIMENT 


A Grumman official reports management considers the new incentive contract 
a challenging experiment. In fact, he says, the company may offer the same 
kind of arrangement to some of its subcontractors. “But frankly we're fearful 
that the Renegotiation Board will come along later and say we made too much 
on the contract,” he adds. The Renegotiation Board is a Government group that 
reviews company profits on Pentagon transactions and can—and often does— 
order the concerns to return a portion of the earnings it considers “excessive.” 
Standards for such action are broad, including company efficiency, production 
volume, and “normal” earnings. Since 1953, the Renegotiation Board has ruled 
companies must refund a total $723 million in socalled excessive profits. 

How does the Board stand on the new incentive contracts? ‘Assuming 
Grumman receives greater profit from the Navy under its new contract, we won’t 
automatically treat this extra profit as sacrosanct and not touch it,” declares an 
official of the Government body. But, he insists, the Renegotiation Board cer- 
tainly would take into consideration the fact that the extra profits are offered 
as a reward for efficiency, one of the Board’s many broad criteria for deciding 
if profits are excessive. 

Other defense contractors working under incentive arrangements also fear 
that the Renegotiation Board may in later years reclaim for Uncle Sam part 
of the extra profits they may make. Spokesmen for other concerns indicate 
worry that they may fail to receive the profit bonus, even after spending large 
sums on extra engineering effort, simply because they may not succeed in 
producing a weapon of superior performance or reliability. 

A spokesman for North American Aviation, Inc., which could gain extra profit 
for certain secret extras on the Hound Dog missile, says the company will be 
satisfied with the normal profits it would get under more conventional contracts. 
Frankly unenthusiastic about the production-incentive arrangements, another 
North American official reports the company flatly prefers a standard fixed-price 
contract. 

PRINCIPLE VERSUS PRACTICE 


“In principle we consider incentive contracts good,” states a Convair official. 
“But in practice, they’re quite difficult to administer.” 

For example, the Air Force is offering the company extra profits on the B-58 

mber for speeding delivery, holding down costs, and achieving certain secret 
performance goals. But the incentive contract for this project has given Pentagon 
and company men many headaches. Because the design of any new plane keeps 
changing as it is developed, through constant little changes and specifications, 
administrators find it bothersome to keep track of the incentive features. 

One need not even leave the Pentagon to find opponents of the military’s still 
experimental ventures into the new types of incentive contracts. Though the Navy 
and Air Force appear heavily in favor, Army shoppers generally oppose such 
contracts. They say a company that knows it will receive a set price always will 
work to cut its costs and thus fatten its profits. As for speedy delivery and other 
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performance extras, Army procurement officials say such goals for most Weapons 
used by the soldiers are unnecessary. Essentially Army “hardware” is relatively 
standardized, not made-to-order equipment open to improvement through superior 
work by contractors. 

“We have our own arsenals that design weapons and do limited production, so 
the Army more nearly knows what it wants and just how it can be produced,” 
notes one Army purchasing official. 

Despite any doubts inside or outside the Pentagon, however, the men who 
count in the Defense Department make it clear they plan to plow ahead with 
their reward-and-penalty system. 


APPENDIX XXI 


“AMC GETS READY FOR CHANGE,” BY GEN. E. W. RAWLINGS, CoM. 
MANDER, AIR MATERIEL COMMAND (ARMED FORCES MANAGEMENT, 
JANUARY 1959) 


AMC Gets REApy FOR CHANGE 
(By Gen. E. W. Rawlings, Commander, Air Materiel Command) 


Procurement, in its broadest sense, is a means to an end. From the Air 
Force viewpoint,.it is the means of obtaining from industry, superior air 
weapons and equipment, and of assuring a steady flow of supplies and replace 
ments to keep those weapons and equipment operationally ready. This objective 
underlies all of our procurement operations, and must be our basic motivation 
if we are to have the military force to survive in the air age. 

From the standpoint of fulfilling our defense responsibilities, military procure 
ment represents the linkage of the industrial community to the total national 
effort. This vital linkage connects the scientific community to the industrial 
community, making possible the exploitation of new knowledge. 

Within the industrial community, it gathers into an integrated structure the 
required skills and know-how, ranging from the extraction of basic materials 
to fina! assembly of functional products. Procurement establishes a continuing 
relationship with the consuming and logistical agencies of the Air Force for 
the repair and support of our operating forces. 

With these broad characteristics in mind, we now look at the size and content 
of the Air Force procurement program. Our annual requirements from industry 
are roughly $10 billion. About $6 billion of this each year goes for new weapons 
and equipment, while about $4 billion supports the operating Air Force. Place 
ment of the $10 billion presently involves about 4,000 prime contractor facilities 
and 2,000 major subcontractors. These figures do not include local purchase 
of the products we buy to support our bases. Of course, these 4,000 prime con- 
tractors are augmented by a much larger number of subcontractors. I would 
say that at various levels, these subcontractors represent about a quarter of 
the total manufacturing facilities in the country. 

The bulk of the program—about 90 percent—is handled by the Air Materiel 
Command, the primary Air Force procuring agency. It has delegated to other 
Air Force commands the authority to make some local procurement. Within 
its own organization, AMC buys all new weapons and technically complex 
items at four main locations. 

All manend aircraft weapon systems and aerodynamic nonballistic missile 
systems are procured by the AMC Aeronautical Systems Center at Wright 
Patterson Air Force Base. This includes major items of equipment, such as 
the engines, the airborne electronic gear, fire control systems, bomb and navi- 
gational systems, and support equipment for specific weapons. 

At Inglewood, Calif., the Ballistic Missiles Center of AMO procures all of 
the ballistic missiles. 

At Rome, N.Y., we buy the ground electronic systems for communication 
and control of flying operations. 

The AMC Blectronic Defense Systems organization, located in New York 
City, procures integrated warning and control systems for air defense. This 
consists primarily of our radar fences and the automatic electronic data process 
ing equipment which uses the intelligence from these radar fences. 

While these four activities handle the major procurement of new systems 
and equipment, there is a big job in procuring follow-on support for operating 
our Air Force. This job is done through our air materiel areas and specialized 
depots. In general these agencies have responsibility for buying spares, spare 





parts 
our @ 
to all 
No 
tion, | 
In 
must 
worn: 
Th 
chang 
of wa 
eatiol 
large 
port, 
consi: 
the ¥ 
Th: 
terist 
porta 
these 
the k 
The 
occur 
in the 
produ 
yastl) 
Mil 
rathe 
progr 
deper 
ity hé 
Wh 
Sin 
sume 
War 
much 
of co 
maki 
tion 
sophi 
being 
As 
in bo 
of ov 
eance 
and 2 
Tw 
to be 
perso 
and 
to ot 
ducti 
been | 
Th 
a bet 
step 
By m 
gatin 
Gove 
into t 
Th 
Whet 
quest 
econe 
that 
the n 


pons 


ively 
erior 


I, 80 


who 
with 


/OM- 
ENT, 


Y air 
lace. 
Ctive 
ation 


cure- 
strial 
e the 
Trials 


1uing 
> for 


MILITARY PROCUREMENT 617 


and specialized military supplies required to service, repair and modernize 
our aircraft and missiles. They also buy other durable equipment common 
to all air bases. 

Now that we have spelled out the nature of the Air Force procurement opera- 
tion, let us look into the way the operation has changed since World War II. 

In a very real sense it can be said that the logistics mission is constant. It 
must provide the weapons and equipment of war, replace or repair broken or 
worn-out weapons and equipment, and sustain the combat forces in the field. 

Though the mission remains constant, the way in which it is carried out 
changes constantly as weapons and force structures change, as new concepts 
of warfare are developed and as new techniques of transportation and communi- 
cation become available. In World War II the combination of tremendously 
large forces, rather complex equipment, great distances, relatively slow trans- 
port, and voice and teletype communications resulted in an air logistics structure 
consisting of huge repair facilities and massive stores of stocks deployed all over 
the world. ' 

This structure had to be large to support the huge fleets of aircraft charac- 
teristic of that stage of warfare, and it was condemned to slowness by trans- 
portation and communication limitations. But we could and did live with 
these things, for in that war, massive action rather than quick response was 
the key to victory. 

The reader is as familiar as I am with the technical changes which have 
occurred since then. These developments have produced corresponding changes 
in the nature of war itself. World War II warfare, with its emphasis on mass 
production and mass logistics, has become outmoded by the development of 
yastly improved weapon systems. 

Military competition between nations now seems to be at a developmental, 
rather than a mass production level. The key element has become technological 
progress, not only because the maintenance of an effective deterrent force is 
dependent upon it, but also because demonstrated, continuing technical superior- 
ity has become a condition of world leadership. 

What type of logistics will be needed by the new military organizations? 

Since modern weapons are so much more eflicient, it seems reasonable to as- 
sume we should not need as many. The mass logistic requirement of World 
War II is passing from the scene, and is being replaced by a requirement for a 
much more precise, specialized type of logistics, tailored to the individual needs 
of complex, costly, and constantly changing weapon systems. The Air Force is 
making rapid progress in shifting to this new type logistics. Faster transporta- 
tion and communications, high-speed electronic data processing, and highly 
sophisticated statistical methods of requirements computation are all techniques 
being used as we move into a logistics by specialization. 

As we adopt these new techniques we are able to make significant reductions 
in both facilities and personnel. Since 1952, four depots—at an estimated cost 
of over a third of a billion dollars—which were authorized to be built have been 
cancelled. Also, we have been closing existing depot level facilities both abroad 
and at home whenever possible. 

Twenty-three facilities have been closed since 1952 and 18 more are scheduled 
to be closed by 1962. There also have been significant reductions in depot level 
personnel. Since 1953 almost 53,000 manpower spaces have been eliminated 
and by 1962 this reduction, even after deducting functions and spaces transferred 
to other commands, will total well over 65.000 personnel. Nor have all the re 
ductions been in the field. Since 1951, Headquarters, AMC, personnel have 
been cut by over 5,000, a 56 percent reduction. 

The Air Force and this command have been working for some time to develop 
a better organization and technique for managing weapon systems. One major 
step in this direction, of course, is the weapon system concept of procurement. 
By making one contractor responsible for an entire weapon system, and by dele- 
gating to him the authority to subcontract for items previously procured by the 
Government, we have, in effect, extended Air Force procurement actions right 
into the industries involved. 

This has produced dividends in reducing the design-to-production cycle. 
Whether or not it has resulted in substantial dollar savings to date is a moot 
question, since we have no data for comparison. But we believe it is a more 
economical concept than any previous managerial device for the simple reason 
that integrated design and development fosters more efficient production; and 
the more efficient production is, the more economical it is. 
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More recently, we at AMC have realined the directorate of procurement 
and production to accommodate the changing philosophies and techniques of 
logistical support. This was not a reorganization. What we did was m 
the existing system to make it better—one more responsive to the needs of our 
customers, the combat commands. This is the logical and inevitable outgrowth 
of the increasing complexity of our weapon systems which demands increasing 
emphasis upon integrated weapon system management. 

Basically, we are separating the staff and executive elements from operationg 
elements of the directorate. Our main objective is to emphasize integrated 
weapon system management, including not only procurement and production, 
but also supply, maintenance, transportation, and other functions which COD 
stitute logistics support. 

The Director of Procurement and Production will continue to provide poliey 
and executive management for all procurement and production matters. He will 
be the executive point of contact with industry on such matters and will ep. 
tinue to approve contracts over $1 million. He will be responsible for the dele 
gation of procurement authority and for the staff supervision of procuremey 
and production programs just as other directors are responsible for their fone 
tional areas. 

The operating element will be known as the AMC Aeronautical Systems Gep. 
ter. It is the focal point to attain integration of operational activities pertinent 
to procurement,. production, maintenance and supply functions during the de 
velopment and production phase of aeronautical systems, as distinguished 
from ballistic missile systems. This operational element will include the Weapon 
systems project offices. For the convenience of our customers, the WSP0’s 
will be grouped under three directorates: strategic, air defense, and tactical 
and support. Other organizational entities will be included to provide propyl. 
sion, guidance and other (Government furnished) subsystems, and essential 
supporting services in industrial resources. 

One other aspect of the realinement should be mentioned here. The directo 
rates and weapon system project offices of the Aeronautical Systems Center 
are not exclusively compartmented procurement-production units. They will be 
staffed with military personnel who qualify as directors of materiel, and civilian 
personnel who qualify as Weapon System Integration Officers. Also, experi- 
enced supply and maintenance personnel are being transferred on permanent 
assignment to the weapon systems project offices. In the past such personne 
have served on a temporary duty basis. With the realinement, they become in 
tegral parts of the unified function. 

For some time it has been apparent that one effect of the new weapons and 
the weapon system approach to them would be gradual consolidation of certain 
functions which had grown up in the past as sharply differentiated areas of re 
sponsibility. The tendency to consolidate has been accelerated by a number 
of factors—changing maintenance requirements for missiles; development of 
new techniques of direct suport; the expanding use of electronic data processing 
equipment, which can be exploited to the best advantage when independent of 
organizational boundaries and arbitrary limitations. 

In establishing permanent maintenance and supply specialists in the project 
offices of the Aeronautical Systems Center, we are taking a major step toward 4 
tighter functional alinement of the future logistics system. 


APPENDIX XXII 


“FORMULA FOR THE FUTURE: MILITARY/INDUSTRY COOPERATION,” 
BY VICE ADM. E. W. CLEXTON, CHIEF OF NAVAL MATERIAL (ARMED 
FORCES MANAGEMENT, JANUARY 1959) 


FORMULA FOR THE FUTURES MILITARY/INDUSTRY COOPERATION 
(By Vice Adm. E. W. Clexton, Chief of Naval Material) 


Your Navy is the most modern naval force in the world. Scientific discoveries 
and technological advancements during the last decade have revolutionized many 
previous concepts of naval warfare. Guided missiles, rockets, nuclear powered 
submarines are today well known military items. We are continually faced 
with the tremendous task of keeping our procurement methods and policies i 
pace with this surging tide of technical progress. 
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» Our foremost objective is, of course, to get the most defense for the money. 
And we must do this now with decision and without delay. National survival 
can well depend on timely action. We, as the military managers, have the added 
and, at times, seemingly contrary responsibility for acting in the best interest of 
the general economy of the United States. 

We have, for example, the responsibility of assuring that small business par- 
ticipates in a fair share of defense programs. We must always be cognizant of 
the problems of distressed labor areas. We must be always alert to the national 
interest in developing sources of defense materials. 

Our task is a large one, indeed. We have made considerable progress. And 
much more must be made. 

In a time when we are engaged in a race for improved weapons, it is of pri- 
mary importance to the Nation that we manage our research and development 
programs sO that we obtain such weapons with minimum delay. We must con- 
serve skilled scientific and technical manpower. And we must attempt to ob- 
tain scientific breakthroughs as inexpensively as possible. 

The number of research areas in which the Navy is interested is extremely 
large, Simply by virtue of the technological requirements of our defense and the 
mediums in which we operate. We have sponsored research into such various 
subjects, for instance, as the nature of outer atmosphere, the flora and fauna of 
Arctic regions, the propagation of sound in all media, and the behavior of light 
metals at extremely high and low temperatures; we have sponsored development 
of one-man flying platforms and vertical takeoff aircraft. 

In just this small cross section can be seen the variety of organizations, fa- 
cilities, and skills which must be employed to carry on our research and de 
yelopment programs. 

Although the Navy’s objective always has been to seek out the most competent 
firms to perform our research and development work, it is obvious that the 
selection of the organization with the highest technical competence in each of 
many dissimilar areas is a very complex problem in scientific and technical 
administration. With this complexity in mind, the Navy has issued a definite 
policy governing the award of research and development contracts. 

This policy provides that research and development contracts shall be awarded 
to those firms which have the highest competence in the specific branch of 
science or technology required for the successful conduct of the work. It fur- 
ther provides that because of the exploratory nature of research and develop- 
ment and the uncertainties of successful accomplishment, cost-reimbursement 
type contracts shall generally be used. 

As a result, award of such work is normally based upon the comparative 
technical ability of the proposed contractor rather than on comparisons of 
estimates of cost, since in cost-reimbursement contracts advance estimates of 
cost do not provide valid indicators of final actual costs. This policy on‘research 
and development is not a new one. Indeed, it is hard to conceive of any other 
approach. 

Certainly it can reasonably be expected that the firm which is most advanced 
in the specific field involved in each of our research, development, or design 
problems can resolve that problem quickest at least cost and with the least 
duplication of scientific effort. 

In order to minimize the preparation of technical proposals which can be 
both costly and wasteful of scientific and engineering manpower, technical pro- 
posals are usually requested only from firms which have been technically 
evaluated and found qualified to perform the specific work involved. 

We recognize that in the interest of national defense and the national economy 
that the number of firms engaged in research and development work for the 
Navy must be expanded and that there must be an increase in participation by 
competent small business firms. 

With this in mind, the Navy’s policy places responsibility upon personne! of 
the Navy for actively seeking out and developing information concerning firms 
which have competence for research and development, particularly small business 
firms, and for utilizing such firms to the maximum practicable extent in Navy 
research and development work. 

To achieve this objective, our policy provides for a unified effort by cognizant 
technical personnel, contracting officers, and the Navy small business specialists. 

The critical need for rapid technical progress has resulted in a reevaluation 
of military procurement with particular attention focused on leadtime required 
for the development and production of new weapons by the military depart- 
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ments. Much has been said recently regarding the military’s use of the weapons 
system concept in procurement. 

Many observers contend that past procurement practices fail to shorten 
leadtime, because of administrative inertia, restrictive provisions of the Ar 
Services Procurement Act, and failure to delegate greater authority and me 
sponsibility to contractors. 

On the other hand, others contend that further development of the weapons 
system concept will unfavorably affect the Nation’s economy by placing more 
and more military dollars into the hands of a limited number of large companies 

From the outset it has been apparent that a great deal of disagreement exigts 
in defining just what is meant by the so-called weapons system concept. The 
purest form of the weapons system concept has the single prime contractor re. 
sponsible for the overall design, development, production, and performance re 
liability of the system. This pure concept is seldom if ever used undiluted, 

In actual practice the Navy retains certain important management respop. 
sibilities and assigns to associate prime contractors other responsibilities. 

Our reevaluation of Navy procurement programs has highlighted ways ang 
means to shorten leadtime. We are fully aware that the items being bought, 
especially in the missile field, are becoming increasingly complex and they re 
quire a great deal of scientific and engineering effort throughout their develop 
ment and production. 

As weapons become more complex, the problem of furnishing the necessary 
manpower to administer weapons contracts becomes acute. The Navy is con- 
stantly faced with the internal problem involving the availability of trained 
scientific and engineering personnel to successfully administer a particular 
program. 

In buying complicated weapons, we have to make a decision on the method of 
procurement in each case depending upon a number of considerations. These 
include the complexion of the weapon to be bought, the capabilities of the con- 
tractors who might produce the weapon, the producibility of the weapon asa 
system, and, finally, the requirements for compatibility. 

Close analysis will determine if it is desirable to place complete management 
responsibilities for the integrated weapon system with one contractor or if we 
should retain our normal management responsibility in the program or if we 
should settle on a position somewhere between the two. 

In applying the systems concept, it is becoming increasingly apparent that 
no set formula can be established for solving individual situations. 

Procurement of modern weapons results in the expenditure of enormous sums 
of money. The items of cost making up the total price of a weapon must be 
closely examined. 

One of the most important cost items in weapons pricing is that of purchased 
materials. The Navy defines purchased materials as raw materials, subcon- 
tracts, purchased parts or components, or any other item utilized in the mant- 
facture or assembly of the material or the end item to be delivered under a con- 
tract and which is not fabricated or produced by the prime contractor. 

Purchased materials under a prime contract generally represent from 40 to 
percent of the total price of the contract. We anticipate the maximum utiliza- 
tion of the management skills and know-how of our contractors in the perform- 
ance of the contracts awarded to them. 

We review the contractor’s application of his management techniques and 
adherence to Department of Defense policies during the negotiation stages 
through a close look at his subcontracting plan. Except in circumstances invol¥- 
ing mobilization or extremely unusual technical considerations, we do not at 
tempt to direct how or where a prime contractor will obtain its purchased 
materials or services. 

We do, however, using our experience with either the contractor or the item, 
or both, assure ourselves of the adequacy of the contractor’s purchasing prac 
tices and the reasonableness of the proposed purchased material prices to a 
sure that the prices paid are fair and reasonable. 

The ultimate result of these assurances is reflected in the pricing arrange 
ments established for the prime contract so that a contractor is continually 
encouraged to perform efficiently and economically with his earnings commel- 
surate to the success of his performance. 

Such are some of the high points in Navy procurement. 

What about the future? It is quite evident that because of increasing rigid 
personnel ceilings, Government’s inability to compete with industry for top 
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fight engineering talent, and particularly because of rapidly accelerating scien- 
tifie progress, we will inevitably continue to use the engineering and business 
management abilities of our contractors to the extent indicated by the problems 
which we are called on to solve. ve ; 

We will continue to go to the most promising sources with our research 
and development requirements. To the extent that we are able to conclusively 
evaluate the comparative capabilities of companies in the research and de- 
yelopment field, we will avoid costly and wasteful effort by industry in pre 

ring technical proposals. : 

Every effort will be made to explore all available sources of competent re- 
search and development talent to insure that we are truly contracting with 
those most capable of achieving our program goals. Unless industry im- 
proves its purchasing, accounting, and contract administration techniques, it 
js inevitable that more evaluating procedures will be applied, particularly in 
the cost-reimbursement and the subcontract areas. ; 

The perennial problem of contractor performance delinquency will continue 
to be given full attention. Steps will be taken to emphasize the need for posi- 
tive compliance with contractual requirements. Procurement directives and 
procedures will be further refined and detailed. Effort will continue to be 
made to delegate basic operational authority to the level where the operational 
responsibility exists. f 

And throughout we will recognize that it is vital that our procurement 
policies keep pace with rapid engineering progress, accelerating scientific break- 
throughs and improved business methods so as to speed up our military prog- 
ress and enhance the Nation’s security. 


This is no small challenge. 
APPENDIX XXIII 


‘FILLING THE GAP IN DEFENSE SUPPLY OPERATIONS,” BY BILL 
BORKLUND (ARMED FORCES MANAGEMENT, JANUARY 1959) 


FILLING THE GAP IN DEFENSE SUPPLY OPERATIONS—HERE IS A RUNDOWN ON ONE 
or DEFENSE DEPARTMENT'S First BIG STEPS IN GREATER INTEGRATION OF 
SUPPLY ; 

(By Bill Borklund) 


On July 14, last year, Director Herman C. Hangen walked into room 2002 in 
Temporary Building X (some 19 blocks east of Capitol Hill) and began imple- 
menting the provisions of Defense Department directive 5154.14. Its subject: 
establishment of the Armed Forces Supply Support Center. 

Result of a lengthy study (during which they quizzed 829 service officials, 
visited 80 defense inventory control, procurement and distribution activities) by 
survey teams from the office of the Assistant Secretary of Defense for Supply 
and Logistics, the center’s job will be to fill a gap in defense supply operations. 
The gap, according to this ASD (S. & L.) logistics systems study project: “no 
central group devotes itself primarily to ferreting out problems in interservice 
supply operations and identifying opportunities for economy through improved 
coordination or integration.” 

As a key part of the improvement program recommended by the study group, 

the AFSSC “principal mission is to effect optimum integration in the manage- 
ment of common supply.” Their job will not be easy. 
The cross-service exchange of assets is directly dependent upon how many 
items are common and interchangeable. While the regular standardization pro- 
gram should achieve eventually the full standardization potential, the ASD (S. 
& L.) study group discovered that interservicing and consolidated procurement 
opportunities are being sacrificed today due to readily correctible errors in cata- 
loging and minor differences among items which would otherwise be common. 

A top priority project will be to screen and purify the 3.3 million items in the 
Federal Supply Catalog. The project will take approximately 3 years to com- 
plete. (Right now, of the items listed in the FSC, only 14 percent—447,500 
parts—are actually identical in two or more services. ) 

Among the other problems they face: requirements planning practices of the 
three services vary all over the ball park. Leadtimes differ as much as 5 months 
for the same item. The responsibility of a single manager procurement office to 
check “retail” stock levels is not a generally, nor uniformly, accepted fact. 
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Uniform techniques are needed to coordinate distribution of common items hot 
under single manager control. Incomplete standardization and cataloging pro. 
grams are holding up approaches to integrated supply management. There jg 
reason to believe organizational separation of procurement and inventory gop. 
trol responsibility is preventing a “best-possible” interservice redistribution of 
assets. 


In addition, there are special problems uncovered by the study group, jy. 


ample: Petroleum transportation costs run $100 million a year, could be cut 
sharply if inte cs vice distribution were better coordinated. 

Over a year ago, Assistant Secretary of Defense E. Perkins McGuire (fy 
S. & L.) set up the logistics systems study project, broke it down into four phage: 
Phase I, completed in February, was a study of the fourth service of supply in 
all its ramifications—and AFSSC is the result.’ . 


WHY AFSSC? 


Critics of the defense logistics setup, such as Congress and the Hoover Cop. 
mission, have contended loudly and for some time that there is an inadequate 


interservice integration in computing requirements, using assets, use of facilities | 


and too many different people managing the same item of supply. Just hoy 
right are they? ASD (S. & L.) phase I study group was told to find out. 

They hadn’t-moved very far down the road before they discovered that cop. 
solidation of inventory management, procurement and distribution function 
among the military services is, at best, feasible for only about half the items ip 
the military supply systems—and probably no more than 25 percent if combat. 
type items are excluded. 

Putting first things first, the study group set as its goal not proving or diy 
proving the value of a fourth service of supply but rather how to increase nili- 
tary readiness and, at the same time, achieve supply economies. 

Analysis of the interviews and visits revealed they could reach the goal by 
“more efficient interservice utilization of assets; increasing the degree of com- 
monality of items; obtaining greater consistency of practices in such matters as 
requirements, planning factors and cycles, stock levels, and distribution patterns; 
and achieving closer working relationships among the organizational elements 
concerned with the management of common supply, i.e., inventory control, pro 
curement, distribution, and standardization.” 


1Phase II, nearly finished, is covering the effectiveness of MATS, MSTS, and MTMA 
operations. Phase III will analyze departmental systems for management of technical 
items peculiar to military operations of each service; Phase IV will come up with an 
ultimate plan for military logistics organization, outline steps to reach this goal overs 
long interval, possibly as much as 5 years. AFSSC is result of report findings and separate 


short-range plan of action for Phase I. (Phases III and IV of the LSS project have been | 


postponed indefinitely pending the implementation of the DOD Reorganization Act of 1958.) 


How Defense Organization for Supply is Set Up 
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HOW TO DO THE JOB 


The study group saw three possibilities for doing the job. They were: 

1. Give it to ASD (S&L). They ruled this one out because it would divert a 
tention from the office’s main role as policy setters, involve the office too much 
in day-to-day operations. 

2. Assign responsibility for common supply management to one military gj 
partment. Disadvantage: the operating agency, as a subordinate entity of, 
military department, would have a hard time moving freely among the fog 
services (seeking grounds for proposing common standards) since it would hp 
suspected of wishing to impose its Own standards and procedures on other 
The group also thought a single military department would be open too much ty 
accusations of giving first preference to its own needs and interests. , Still, they 
felt it would be a better solution than the first idea. 

3. Best solution, said the group, would be to establish a separate agency—prp. 
viding the agency can be kept responsive to the military needs of the services 
(This had already proved an acceptable device in the field of common supply 
by experience in the last 2 years of the Interservice Support Committee—eyg, 


though the committee had no permanent staff, no direct line of support to any | 


specific organization. ) 

Having decided this, they bumped immediately into another problem. What 
should the new agency’s scope of responsibility be and how much authority 
should it carry? The most successful form for the agency, they decided, should 
be supply support in contrast to supply operations. Before reaching this cop. 
conclusion, however, they investigated all the ramifications of the Fourth De 
partment of Supply and the Defense Supply and Service Administration (Hoover 
Commission proposal). This is what they learned: 

The concept appears to spring from unification ideas discussed during World 
War II. However, the record does not reveal a precise or complete plan which 
defines items, functions, and procedures. The attempt to analyze the concept 
proceeded on assumptions. The key assumptions included: Department would 
have coequal status with military departments, be headed by a policymaking 
Secretary of Supply, manage all items with any degree of common usage (3) 
percent of the supply system), operates its own depot system in the continental 
United States. 

Arguments against such a department could be created only as a part ofa 
total defense reorganization. The study group could find no problems of such 
magnitude that it was necessary to resort to a major reorganization to improve 
common supply integration. 

There were strong doubts voiced as to whether common supply warrants 2 
voice in policy management coequal with departments responsible for planning 
and conduct of military missions. The group also doubted if current operating 
decisions on supply matters could be made independently without diminishing 
the authority and capability of those responsible for military program manage 
ment; nor did they think it was justifiable to set up separate supply operations 
for common items while the military continued to operate systems for peculiar 
and weapons of war materials. 

Conclusion: Solutions to the problems identified can be had more simply, 
cheaply, quickly and with less disruption to the overall organization than would 
result from setting up a complete fourth department. 

Based on an analysis of the Hoover Commission proposal, the DSSA would 
handle about 20 percent of the items in the military supply line, eventually be 
manned entirely by civilians. In addition to arguments against a fourth service, 
survey teams could find no evidence for the belief that improved effectiveness 
would result from divorcing present single manager assignments from military 
department administration—but such a separate operating agency would increase 
DOD annual overhead by about $6 million. 


HOW AFSSC WORKS 


Consequently the study team backed what is now the AFSSC. A common 
supply support agency, it leaves supply operating assignments under military 
service but will centralize all supply support activities including cataloging, 
standardization, material utilization. In addition, the full-time professional 
staff will perform, on a continuing basis, studies like those of the phase I sur 
vey teams which recommended its creation. In actual performance, ASD 
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(S&L) believes it will facilitate integration of a greater number of items and 
functions than would be possible under the Hoover concept. 

Hangen’s staff personnel were picked for their supply management experience, 
a demonstrated ability, objectivity, and understanding of military missions. 
Topped by an AFSS Council (which includes Deputy ASD (S&L) C. P. Milne, 
chairman; Army Maj. Gen. R. W. Colglazier, Jr.; Navy Rear Adm. J. W. 
Boundy ; Marine Corps Brig. Gen. C. R. Allen, and Air Force Maj. Gen. M. E. 
Bradley, Jr.; as well as Hangen and his AFSSC deputy director, Brig. Gen. 
1. L. Allen, USA), the AFSSC reports to ASD (S&L) has three major divisions: 

Cataloging; which will develop recommended policies, plans, and: programs for 
the establishment, maintenance, conversion to, and utilization of the Federal 
Catalog System and insure effective use of the catalog data within the military 
supply systems. 

Standardization, which will administer the Defense standardization program, 
including recommending assignment of responsibility for portions of the program 
among the military departments, setting up an annual timetable for completion 
of various phases of the standardization effort ; 

Utilization, which will be responsible for programs for maximum utilization 
of personal property among the services, is authorized to deviate from screening 
provisions of DOD directives when necessary to handle emergency action with 
respect to excess property. 

AFSSC also has set up an analysis staff to carry out specific study projects 
on the operations of military supply systems concerned with commercial and 
noncommercial’ common items of materiel “to obtain optimum integration in 
the interest of increased military effectiveness and economy.” 

Personnel allocation for the center is 446 bodies, 14 of them military (of 
which 8 ‘will be on the analysis staff, 5 in the utilization division). 


THE FUTURE 


Will the Agency reduce administrative burden of the military services? It 
should, because it will have full responsibility for conducting staff analyses of 
interdepartmental operating problems which are either neglected today or 
handled by ad hoe groups on a part-time basis. 

“Removal of obstacles to practical interservicing of assets will facilitate the 
accomplishment of military missions,” say the center’s backers; and an “in-the- 
know staff’ will avoid unreasonable or unrealistic requests on departments 
for data. 

“Support gradually will grow,” thinks Hangen, as more common supply fune- 
tions are monitored, the services have a definite, permanent group to turn to 
in search of uniform policy and procedures. 


APPENDIX XXIV 


“HOW ARMY HANDLES TRISERVICE BUYING,” BY LT. COL. WILLIAM T. 
BELL, JR.. CHIEF, PROCUREMENT POLICY BRANCH, OFFICE OF QUAR- 
TERMASTER GENERAL (ARMED FORCES MANAGEMENT, JANUARY 
1959) 


How ARMy HANDLES TRISERVICE BUYING 


Quartermaster Corps is charged with single manager responsibility for 
clothing, textiles, and subsistence. This is how that branch serves all 
three services with maximum efficiency. 


(By Lt. Col. William T. Bell, Jr., Chief, Procurement Policy Branch, Office of 
Quartermaster General) 


The Quartermaster Corps is currently assigned procurement responsibility 
within the Army for three major categories of supplies. These are subsistence; 
textiles, clothing, and equipage; and general supplies, which include materials 
and equipment for administrative and housekeeping purposes. Also, the Quar- 





*For terms of reference, commercial items of material are those required by the milita 
services which are generally used throughout the civilian economy and available throug 
normal commercial distribution channels (“off the shelf” items) ; noncommercial common 
items are those required by two or more of the services which are not generally used by 
the civilian economy, still are of similar manufacture or fabrication but may vary among 
the services as to color, finish, marking, etc. 











626 MILITARY PROCUREMENT 


termaster Corps buys: certain special purpose vehicles for the Army and Ajp 
Force; horses, mules, and dogs; petroleum handling equipment; and headstones 
and markers for graves of deceased members of the armed services, These 
assignments, in most cases, carry with them responsibility for procurement for 
all of the Armed Forces. Subsistence, and textiles, clothing, and equipage are 
procured under Department of Defense single manager assignments. 

Purchases of subsistence and related supplies and services are accomplished 
by the Military Subsistence Supply Agency with headquarters in Chicago, Ii, 
and the purchasing activities of its 10 military subsistence market centers ]o 
eated through the United States. Clothing, textiles, and equipage are purchased 
by the Military Clothing and Textile Supply Agency located at Philadelphia, 
Pa. Both of these Agencies are fully integrated supply organizations with 
responsibility for substantially all phases of supply, from the determination of 
wholesale requirements to distribution for all of the Armed Forces. 

tach Agency is commanded by an Executive Director appointed by the Quar. 
termaster General. The purchase of general supplies, special purpose vehicles, 
and petroleum handling equipment is accomplished by the Quartermaster Ppp. 
chasing Agency at the Columbus General Depot, Ohio. Also, the Quartermaster 
General maintains purchasing activities at the Atlanta, Sharpe, and Schenectady 
General Depots for nonstocked Quartermaster items for Army activities located 
overseas and ZI Army stations. 

The Quartermaster General exercises general management over all of the 
above purchasing activities. To provide maximum procurement flexibility, 
the Quartermaster General delegates maximum possible authority in procurement 
operational matters to field commanders. The development and control of 
procurement policies amplifying and implementing Defense Department and 
Army policies, however, is reserved to the Quartermaster General. In the Office 
of the Quartermaster General, the Assistant Quartermaster General for Opera- 
tions has primary responsibility for overall supervision and management of the 
QM purchasing activities. This responsibility is exercised through specialized 
staff divisions, each responsible for a specific commodity, and the Operations 
Control Office which is responsible for multiple commodity matters. 

The Assistant Quartermaster General for Operations implements procurement 
policies of higher authority, and develops or interprets, and disseminates pro- 
curement policies needed for efficient performance of the Quartermaster Corps 
procurement mission. He is the focal point within the Quartermaster Corps for 
matters involved overall procurement policy. Supervision and mangement is also 
exercised through reports submitted by field purchasing activities, through staff 
visits to these activities, and through budget coordination for operation of field 
purchasing offices. 

The Assistant Quartermaster General for Operations is also responsible for 
preparing and disseminating polices and procedures relative to acceptance in- 
spection and quality control, and for establishing methods for using statistical 
quality control procedures. Controls in this area are exercised by continuously 
evaluating policy and procedure implementation with field inspection teams, and 
by technically supervising field inspection organizations commanded by the two 
executive directors and the commanding general, Columbus General Depot. 

The Assistant Quartermaster General for Operations is responsible for policy 
relating to industrial mobilization planning for wartime procurement and for 
technical supervision of industrial mobilization field offices. 

In the area of general supplies, the Quartermaster Corps is the central point 
in the Army for supply of common use items such as housekeeping equipment, 
paper, and paper products, and similar supplies. QMC is responsible for buying 
many of these supplies for all of the Armed Forces under single service purchase 
assignments. Buying these items is the responsibility of the Quartermaster 
Purchasing Agency at Columbus General Depot. This Agency also purchases 
certain special purpose vehicles and petroleum handling equipment. 

The Quartermaster Corps has a long clothing and textile procurement history 
in the Armies of the United States. During the Civil War, Quartermaster 
Depots at Philadelphia, Pa., and St. Louis, Mo., bought these items. During 
World Wars I and II, the Philadephia Quartermaster Depot was the central 
procurement point for clothing and textiles. After World War II, these activities 
were transferred to New York, and during 1952 and 1953 were under a joint 
Armed Forces procurement agency. The Army functions were subsequently 
returned to the Quartermaster General and transferred to the Philadelphia 
Quartermaster Depot in 1954. 
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The depot clothing and textile procurement functions were absorbed by the 
Military Clothing and Textile Supply Agency, organized in July 1956 as the 
single Manager operating Agency. This Agency now provides clothing and 
textile materials items for all of the Armed Forces of the United States. Pur- 
chases through this Agency average approximately $200 million per year. 
Clothing and textile buying is normally accomplished by formal advertising. 

The most widespread Quartermaster purchasing activity is under the Military 
Subsistence Supply Agency and its 10 military subsistence market centers. The 
Military Subsistence Supply Agency (MSSA) is the subsistence link between 
national food resources and the military consumer, MSSA was established in 
1956, under a single manager assignment, and is an expanded continuation of 
the Quartermaster Market Center System, which was the single U.S. agency for 
procuring wholesale food needs of the military services. 

The Quartermaster Market Center System was formed in 1941 as an emergency 
measure to purchase perishable subsistence for the Army and the Air Force. 
Successful from the start, the new organization was quickly expanded to include 
the supply of perishable subsistence to all of the military services. 

This system was established and operated on the premise that commercial 
food buying practices could be advantageously applied to the supply of food to 
the Armed Forces. Quartermaster Market Center System consisted of a peak 
wartime organization of 36 market centers and 11 field offices, supplying approxi- 
mately $314 billion of perishable foods to domestic and oversea military instal- 
Jations. The success of the market center was recognized in 1947 when single 
service procurement responsibility for subsistence was delegated to Army by 
congressional act. 
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This authority was in turn delegated to the Quartermaster Corps. For a 
time, subsistence purchasing continued under a split operation—one organiza- 
tion responsible for perishables, and one for nonperishables. In 1953 the QM 
Market Center System was made responsible for all subsistence purchases. The 
10 market centers, located in strategic relation to food-producing areas, troop 
concentrations and export transit ports, are a complex and closely interrelated 
system. 

Located even closer to the source of supply and demand are 13 permanent 
field buying offices which supplement the purchasing responsibilities of the 
market centers. Also, temporary field buying offices, seasonally activated in 
fresh fruit and vegetable packing areas, permit market center buyers to move 
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with the harvest and take on-the-spot advantage of quality and quantity con- 
ditions. The current magnitude of the Military Subsistence Supply Agency 
operation is shown by the annual average procurement of 314 billion pounds of 
food costing roughly $750 million. 

While packaging and packing may differ from the commercial product, 
MSSA buys items largely without military characteristics. Since many items 
purchased are perishable and seasonal, timing is often the utmost importanee, 
Most items are available in widespread areas. With some exceptions, the foog 
items bought are the same as those in any grocery store. The Military §yp. 
sistence Supply Agency, operating under the Armed Services Procurement Regp. 
lations, the Army procurement procedure, and procurement instructions issueq 
by the Quartermaster General, purchases on a negotiation basis. This eop. 
trasts with formal advertising methods used by the other QMC procurement 
agencies. 

In the market center system, this method is generally called informal com. 
petitive bidding. This method of procurement is implemented as follows: 
Notice of intent to purchase (NIP) which lists the items and all pertinent 
data (quantities required, delivery dates, etc.) is sent to all qualified supply 
sources that have indicated an interest in bidding on military requirements, 
The supplier makes his offer to the nearest market center, or to the market 
center specified in the NIP, by letter, telephone, or telegraph. Upon receipt, 
details concernimg the offer are recorded and compared to determine which 
offer or combination of offers gives best value to the Government. When carlot 
or trucklot quantities of perishable subsistence are involved, bids represent. 
ing the best value at each market center are teletyped to a control market cep- 
ter where the best nationwide value is determined. Instructions are then issued 
to the appropriate market center to award and administer the contract. Con- 
tracts are generally administered at the market center closest to the contractor, 
promoting maximum liaison between buyer and seller. Less than carlot or 
trucklot requirements are normally procured by individual market centers. 

This typical NIP procedure is varied for field buying of fresh fruits and vege 
tables and where the supply of an item originates in a single market center area, 
That market center then acts as central purchasing office, under the direction 
of the headquarters at Chicago. With fresh fruits and vegetables, buyers visit 
the growing area for carlot requirements, or terminal markets for less-than-car- 
lot quantities. This system is substantially the same as the one used by large 
food market chains. Produce is purchased in the market place and delivered to 
the user in the shortest possible time. 

Inspection activities to support purchasing are conducted by each of the three 
central procurement agencies. The Executive Directors for the Military Sub 
sistence Supply Agency and the Military Clothing and Textile Supply Agency, 
and the Commanding General, Columbus General Depot, through their inspec 
tion organizations, direct and control inspections and testing of supplies over 
which each has cognizance. The individual inspection organizations assure 
that contractors’ products conform to all quality requirements. Inspection 
activities work closely with purchasing activities and individual inspectors act 
as the contracting officer’s representative in certain procurement matters. The 
General Supplies Inspection Agency located at the Columbus General Depot, in 
addition to other duties, furnishes inspection support to regional procurement 
offices at the Atlanta, Schenectady, and Sharpe General Depots. 


APPENDIX XXV 


“ARMY’S BUYING SYSTEM: WHAT IT DOES,” BY COL. E. J. GIBSON, 
OFFICE OF THE DEPUTY CHIEF OF STAFF FOR LOGISTICS, DEPART- 
MENT OF THE ARMY (ARMED FORCES MANAGEMENT, JANUARY 199) 


ARMY’S BuyING SYSTEM: WHAT IT DOES 


Organization is the key to handling the huge and varied Army procure 
ment mission. This is how the system works 


(By Col. E. J. Gibson, Chief, Procurement Division, Office of the Deputy Chief of 
Staff for Logistics, Department of the Army) 


The term “Army procurement” is subject to various interpretations. In this 
broad sense it includes determining when to place contracts for items; what 
delivery schedules are necessary; the solicitation of bids or negotiation of col 
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tracts; the placement of contracts; the furnishing of tools and facilities if 
necessary ; inspection and quality control; packaging and packing ; contract 
modifications and price adjustments; maintenance of tools and facilities; pro- 
duction engineering ; industrial mobilization planning, etc. 

The cost of a single procurement can also vary from a few cents to a half a 
pillion dollars. The whole field of Army procurement would comprise several 

S. 
whe Secretary of the Army, Wilber M. Brucker, is responsible for the overall 
assigned role and mission of the Army in the protection of the national security. 
He looks to the Assistant Secretary for Logistics, Hon. Frank H. Higgins, for 
advice concerning the supply management of the Army and has assigned to him 
the direction of the Department’s activities in the logistics area. 

The military operation of the supply management function is the responsibility 
of the Deputy Chief of Staff for Logistics, Lt. Gen. C. B. Magruder, in consonance 
with the policies of the Secretary of Defense and the Secretary of the Army. 
The Deputy Chief of Staff for Logistics has full management authority not only 
over the Army’s logistic supply functions but also has full authority for the 
provision, administration and control of military and civilian personnel anu 
funds for the technical services. This authority applies to the procurement 
function (with which we are here concerned) as well as all the other areas 
involved in supply management. The Office of the Deputy Chief of Staff for 
Logistics is organized on a functional basis. 

Staff supervision of the procurement aspects of supply management in the 
Office of the Deputy Chief of Staff for Logistics is in the hands of the Director 
of Procurement, Brig. Gen. Jean BE. Engler, and carried out under his direction 
by the Procurement Division. The function is divided into its several compo- 
nents: programing and budgeting, contracts awards and administration, stand- 
ardization and quality assurance, industrial mobilization and facilities planning, 
and small business activities. 
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TEXTILE— CLOTHING CONSTRUCTION SUBSISTENCE SUPPLIES & MAJOR 
& EQUIPMENT SERVICES ITEMS 


While consolidation of command of the Technical Services has placed the 
direction of their supply management functions in the DCSLOG, the traditional 
commodity specialization of the Technical Services has been continued. This is 
in line with one of the conclusions of the Davies committee, which studied the 
Army’s organization in 1953: “Coordination of the development, procurement, 
and distribution of an item is a more meaningful basis for organization than 
specialization in each function.” 

Thus, the Chiefs of Technical Services are responsible for research, develop- 
hent, procurement, production, storage, and issue of assigned items, rather than 
having separate organizations responsible for all research and development, all 
procurement and production, all storage and issue of Army materiel. 

In addition to the principle of organization based on commodity specialization 
below the top level, the Army’s procurement organization is founded also on the 
Principle of decentralization of authority and responsibility. Purchases are not 
made at the Headquarters of the Department of the Army in Washington but 
rather by major purchasing offices all over the world. 
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In the United States, these central purchasing offices have been established jp 


locations which are convenient to the industries with which they deal. p pong 
camps, and stations also buy many products and services needed by them Which | ¢ licies 
are more economically purchased locally than through nationwide centra} Dro. Paeure 
curement. : 
Small business suppliers make major contributions in several fields, The _: 
Army’s procurement organization includes small business specialists at ey, careme! 
echelon to insure that the Army complies with the congressional mandate that a | of the 
fair share of its business is done with small business concerns. \ilitary 
The Ordnance Corps is responsible for the largest part of the Army’s procyp procuré 
ment operations, having placed $2 billion of the $5.3 billion in contracts ay, to writi 
by the Department of the Army in fiscal year 1958. This is understandable} of Staff 
cause the Ordnance Corps is responsible for such expensive complex items gy | which & 
missiles, tanks, and heavy weapons. Ordnance also buys fire control systems, | instruct 
special-purpose and combat vehicles, ammunition, and small arms. The | 
The Quartermaster Corps has a supply responsibility covering the needs an | study v 
welfare of the individual soldier and the administrative needs of the Army, | and the 
Clothing and subsistence are handled by single managers (a single manager made f 


responsible for the procurement and wholesale distribution of the items gy | sis ma} 
signed to him for all of the military departments) in Philadelphia and Chicag expansi 
under the jurisdiction of the Quartermaster General. In addition, the Quarter. inspect: 
master Corps buys general supplies, petroleum products, and laundry, kitchea, | of dupl 
materials-handling and administrative equipment. 

The Corps of Engineers furnishes a construction service necessary to sy 
tained combat on land. Engineer construction units and combat units of variogs 
types are the principal users of engineer supplies and equipment procured by 
the Corps of Engineers, among which are construction materials and supplies 
bridge equipment and fortification materials. 

The corps also buys petroleum distribution equipment, such as pipelines and 
large storage tanks, fixed refrigeration and air-conditioning equipment, sw- 
veying equipment, maps and map reproduction equipment, water purification 
and distillation equipment and camouflage materials. It also leases land and 
facilities needed by the Army, leases Government-owned facilities to private 
industry, and places construction and utility contracts. The Chief of Engineers 
is also responsible for the civil works program of the Army which includes floo 
control, dredging of rivers and harbors, etc. By law, he reports directly to th 
Secretary of the Army on his activities in this area. 

The Signal Corps’ essential logistic function is to furnish communication 
Signal Corps’ combat elements and field activities consume a major portion of 
the items for which Signal has supply responsibility. Signal Corps procure 
radio, radar, telephone and telegraphic communications, and detection equip 
ment, fixed radio, telephone and telegraphic communications systems, meteor 
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logical equipment and supplies, photographic equipment and supplies and aute | suited 
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matic data processing equipment. The chief signal officer also places contracs 
for the leasing of privately owned communications facilities. 

The Transportation Corps provides transportation services in support of tech 
nical or logistical operations, including water, railway and highway transports 
tion, operates port facilities and terminals, and is responsible for Army aireraft 
maintenance and supervision of motor vehicle operations. The corps is resp0t- 
Sible for procurement of Army aircraft and allied equipment (which at present 
is done through the Air Force or Navy), marine floating equipment, military 
rail equipment and certain cargo-handling and petroleum-handling equipment 
It also places contracts for the furnishing of transportation services to the 
Army. 

The Army Medical Service, under the Surgeon General provides care for the 
sick and the wounded and is responsible for medical supplies within the Army. 
The Military Medical Supply Agency, a single managership under the Depart 
ment of the Navy, handles procurement and wholesale stockage of medical sup 
plies. For that reason, the procurement functions of the Army Medical Service 
are relatively slight. 

The Chemical Corps is in some respects the most highly specialized of th 
seven Technical Services and in many ways quite unique. Over 90 percent 0 
the items procured and supplied by the Chemical Corps are military, consisting 
of chemical, biological and other highly specialized weapons and ammunitio, | 
including flamethrowers, toxic bombs and shells and protective devices agails | Parc 
chemical weapons. | stams 

| 
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procurement as one of the larger elements of the supply management function 

f the Army uses the specialized talents of the seven Technical Services. The 
policies for its operation are found to a large extent in the Armed Services 
procurement Regulation published by the Office of the Secretary of Defense and 
ip the Army Procurement Procedure published by the Department of the Army. 
The Department of the Army participates in the formulation of DOD pro- 

ent policies and procedures by participation of the Assistant Secretary 

of the Army (Logistics) in deliberations of the Materiel Secretaries of the 
\ilitary Departments and through Army representation on the Armed Services 
rement Regulation Committee, which commits such policies and procedures 

to writing in the Regulation. Procurement Division, Office of the Deputy Chief 
of Staff for Logistics, prepares and publishes the Army Procurement Procedure 


| ghich amplifies and implements the Regulation; and also reviews the operating 


instructions issued by the Technical Services. 
The structure of the Army’s procurement organization is under continued 


study under the leadership of the Assistant Secretary of the Army (Logistics) 


and the Deputy Chief of Staff for Logistics. Improvements are constantly being 
made for reasons of economy and more efficient operations. Shifting empha- 
sis may make a purchasing office unnecessary in one location, or require the 
expansion of another office at some other location. The increasing use of the 
inspection organization of one Technical Service by others permits elimination 
of duplicating functions and results in economies and increased efficiency. 


APPENDIX XXVI 


‘WHY NAVY PROCUREMENT IS FLEXIBLE” (ARMED FORCES MANAGE- 
MENT, JANUARY 1959) 


WuHy NAvy PROCUREMENT Is FLEXIBLE 


Responsive buying is the key to a Navy supply organization that can 
shift and change to meet requirements—fast. The end result is opera- 
tional readiness, giving the Navy the means to fulfill its worldwide 
defense mission in the most efficient possible way. 


A key factor in keeping the U.S. Navy’s fleets in operational readiness is the 
responsive purchasing capabilities of our naval establishment. We place stress 
on the word “responsive” because it sums up the prime factor in our concept of 
both policy and organization for purchasing, which recognizes that the purchas- 
ing mission is basically to supply our afloat and ashore forces through efficient 


To achieve an organization which is responsive, the Navy has developed, over 
aperiod of years, a combination of centralized and decentralized purchasing best 
suited to the needs of many consumers. This organization has taken shape 
along the lines of management responsibilities where the basic philosophy is to 
grant purchasing authority from the Office of the Secretary of the Navy to the 
bureau heads as required by their mission. This philosophy has given the Navy 
a dynamic organization capable of shifting and flexing with the changing 
requirements of modern warfare. 

The first grant of authority to purchase is made by the Secretary through the 
Assistant Secretary for Materiel to the chiefs of the Navy bureaus. Purchasing 
policy guidance is furnished by the Assistant Secretary through the staff or- 
ganization of the Office of Naval Materiel. 

The missions of the Navy’s bureaus are designed to reflect responsibility for 
assigned programs, and purchase authority is granted along similar lines. A few 
examples will demonstrate this more clearly: 

The Bureau of Aeronautics, which is responsible for Naval Aviation, is con- 
cerned with the purchase of airframes, aircraft engines and major aeronautical 
equipment. 

The Bureau of Ships buys naval ships and craft, ship propulsion machinery 
(including nuclear), electronic navigational equipment and associated major 
shipboard-type items. 

It is the responsibility of the Bureau of Ordnance to purchase guns, ammu- 
tition, missiles, fire control equipment, and other major armament. 

All construction contracting is done by the Bureau of Yards and Docks. 

Purchasing of educational services for NROTC and similar personnel pro- 
rams is accomplished by the Bureau of Naval Personnel. 
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The Office of Naval Research, the Marine Corps, and the Military Sea Trans. 
portation Service each purchase the materials and services peculiar to their 
needs. 

Supply items such as consumables, spare parts, raw materials and services are 
purchased by the field purchasing organization of the Bureau of Supplies gnq 
Accounts. 

The main point to be remembered is that purchasing is done by the actiyity 
responsible for carrying out each basic Navy program. The major items ape 
planned, engineered and purchased by the technical bureaus on a centralized 
basis from Washington. On the other hand, the supply type items as describeg 
above and the nonstandard items are purchased by activities in the field on g 
decentralized basis. 

About 70 percent of the Navy’s purchase dollars during fiscal year 1958 were 
spent on the centralized purchases of major items which accounted for only 12 
percent of the purchase actions. By far the largest number of purchase actions, 
aggregating more than 85 percent, are placed by the decentralized field purchas. 
ing activities. This collective group of activities during fiscal year 1958 ae. 
counted for purchases exceeding $2.1 billion, or slightly more than 30 percent of 
the Navy’s total. 

It is our mission in the Bureau of Supplies and Accounts to support the naval 
forces by supplying their needs. Because purchasing is a fundamental element of 
logistics, it is natural that field purchasing is a primary function in our bureay, 

The responsibility of the Bureau of Supplies and Accounts is the procurement, 
custody, shipment, warehousing, issue, sale, and accounting for all supplies jp. 
cluding food, fuel, clothing, general stores, and retail store stock and other 
property and services of the Navy. 

Since the Bureau itself has delegated all its purchase operations on a decen. 
tralized basis, it is appropriate that we exercise technical control of the pur. 
chase function at field activities as part of the Navy Supply System. Technical 
control, reduced to simple language, means that our Bureau, through its Office 
of the Assistant Chief for Purchasing, prescribes the purchasing policies, plans, 
programs and methods and also through various control mechanisms, evaluates 
the field purchase performance. 

Technical control is achieved by granting authority to the supply officer of 
each supply activity or department to act as contracting officer for the Bureau 
of Supplies and Accounts. The supply officer is also provided with the pro- 
cedures and policies to be employed in buying, and the monetary limits on the 
purchases to be made. 

The bureau’s field purchasing activities include many types such as supply 
centers and depots, Navy purchasing offices, supply demand control points and 
single managers (inventory managers). Others include activities at the air 
stations, shipyards, ordnance plants and naval stations. 

Our organization can be better visualized by grouping these activities under 
three general headings according to the types of buying done: 

1. System buying 

2. Area buying 

3. Station support buying 

Typical of our system buyers are the inventory managers such as the supply 
demand control points (SDCP’s) and the single managers. 

The different bureaus in Washington determine the need for and buy complete 
items such as ships, aircraft, buildings and armament. Once the complete end 
items are built, it falls upon the inventory managers to provide support for the 


day-to-day operations—in other words, to support the fleet by determining what | 
is needed, and buying what is needed in terms of repair parts, supplies, and the | 


host of other items required to sustain the modern Navy. 

The inventory manager is analogous to the home office of a large chain-store 
operation. The home office decides what is needed and buys centrally for dis 
tribution to the stores. The Navy’s inventory managers buy centrally and pro 
vide distribution of their specialized wares to storage areas accessible to their 
customers. 

An illustration of this is the Aviation Supply Office, a supply demand control 
point. This office, which happens to be located in Philadelphia, buys aircraft 
repair parts, does the paperwork, and has them shipped to aviation supply depots 
and air stations. From these points the parts are drawn from stock as needed. 
This relationship between the SDCP and the stocking point is termed system 
buying. 
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It can be seen that while the Bureau of Aeronautics purchases the complete 
airplane with its powerplant, it is the Aviation Supply Office which must support 
the aircraft after it is built. 

In a similar manner, the Bureau of Ships buys the submarine and then 
three separate supply demand control points subsequently provide support for 
the vessel. The Electronics Supply Office will provide the tubes for radar equip- 
ment; the Ships Parts Control Center keeps the logistic pipeline filled with re- 
placement engine spares; and the Submarine Supply Office will furnish repair 

rts. 

In the case of commodities such as petroleum products and medical and dental 
supplies under single managership, the purchasing is broadened to include the 
needs of all the services. However, we still retain the idea of purchase authority 
commensurate with responsibility. 

Since not all materials required to support the fleet are purchased by inventory 
managers, the Navy purchasing offices, supply centers, selected depots and other 
activities perform what is known as area buying. The area buying activities 
support the fleet and the Navy’s shore bases by making individual purchases 
at the request of fleet units and the smaller naval activities located in the sur- 
rounding geographical area, whose requirements are not suflicient to justify their 
own purchase organizations. 

Area buying activities also prepare indefinite quantity contracts for supplies 
or services, such as stevedoring, tug and barge services, pilotage, storage and 
transportation of household effects. Upon request, deliveries under indefinite 
type contracts are made during a month, a quarter, or longer period of time as 
specified in the contract. 

Certain area buying activities have also been designated to make purchases 
of all Navy requirements for particular items or groups of items such as ma- 
chine tools and data processing equipment. They also purchase for Army and 
Air Force when specific commodities have been assigned to the Navy to purchase 
the needs for all three services under single department purchase assignments. 

Finally, there is that purchasing done by various activities to support their 
own local requirements. This is called station support buying. For example, 
a shipyard will buy those materials required to repair its vessels and to maintain 
its plants which aren’t purchased by the bureaus or supply demand control points 
because they are not in recurring demand by the fleet. Air stations, naval 
ordnance plants or other organizations may buy the materials they need for 
certain engineering projects or research and development programs in support 
of their own needs. 

This group of activities varies markedly in size and complexity of mission. 
Some air stations are small; others are large. Some depots are located in the 
vicinity of an area purchasing office. Some stations comprise several thousand 
people with capital equipment valued in the millions. Other stations may be 
recruiting offices with only a few people and a couple of desks. Because of this, 
it is neither desirable nor practical to maintain full-blown purchasing organiza- 
tions at all activities. Accordingly, at many of these activities the authority 
to buy for themselves is limited by dollar amount to $2,500, $1,000, or $100 per 
purchase, This amount is determined by the cost and frequency of purchase 
items required by the activity, as well as its nearness to an area buying activity. 
This action minimizes duplication of functions and staffing, consistent with 
timely service to the customer. 

By assigning purchase authority on lines of program responsibility, and also by 
assigning technical control of the purchase function at field activities to the 
Chief of the Bureau of Supplies and Accounts, Navy purchasing is well suited 
to provide an essential responsive logistic service to its various customers. 


APPENDIX XXVII 


“HOW AIR FORCE HANDLES LOGISTIC SUPPORT,” BY MAJ. GEN. T. P. 
GERRITY, COMMANDER, OKLAHOMA CITY AIR MATERIEL AREA 
(ARMED FORCES MANAGEMENT, JANUARY 1959) 


How Arr Force HANDLES LOGISTIC SuPPORT 
(By Maj. Gen. T. P. Gerrity, commander, Oklahoma City Air Materiel Area) 
Procurement of a million and a half separate inventory items of Air Force equip- 


ment, from ballistic missiles to ball bearings, and supplying and maintaining 
this equipment around the world is the mission of the logistic arm of the Air 
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Force—the Air Materiel Command. To provide responsive and timely support 
to the operating units, AMC’s procurement, supply and maintenance operations 
are closely integrated with Air Force research and development, and with tacticg], 
strategic and training demands. 

In 1952, AMC began to decentralize many responsibilities that had been per. 
formed at its headquarters at Wright-Patterson Air Force Base, Dayton, Ohio, 
Maintenance and supply functions were the first to be decentralized to AM(’s 
operating organizations—the air materiel areas and Air Force depots. Next, 
portions of the command’s multibillion dollar buying business were assigned to 
AMC field organizations. Within a few years the procurement capability of the 
air materiel areas has increased to where authority is granted to approve eon. 
tracts worth up to $1 million. Contracts for more than this receive final review 
and approval at AMC headquarters. In effect, AMC has decentralized virtually 
all procurement functions except the purchase of complete aircraft, missiles, 
engines and major equipment systems. 

Paralleling this decentralization was the evolution of a new management 
philosophy—management by weapon system. Under this, there was increased 
emphasis upon a completely integrated package, designed and engineered together, 
Since World War II, individual weapons increased in complexity and diversity, 
Interchangeability between weapon systems at component and subsystem level 
began to disappear. 

After considerable analysis. AMC decided to adopt a form of weapon system 
management. Each new weapon system is assigned to a logistic support man- 
ager who will be served by the latest data processing and communication equip. 
ment and who will have the necessary authority over resources to enable him 
to insure effective support. This technique of management has definite advan- 
tages. It concentrates in one place all the vital information about a weapons 
system and thus simplifies many support manager problems. It also gives the 
using command a single point of contact within the logistics structure for all 
matters relating to that weapon. 

The Oklahoma City Air Materiel Area (OCAMA), as well as the other eight 
air materiel areas in the United States, serve as AMC’s logistic support managers, 
OCAMA’s support mission encompasses many of the present frontline weapons 
of the Air Force, particularly those used by the Strategic Air Command. These 
include: 

Aircraft—Boeing’s B-52, B-47, KC—135, B-50, C/KC_—97, and B~29. 

Missiles—North American’s Hound Dog, McDonnell’s Quail, Bell’s Rascal, 
and Martin’s White Lance. 

Engines—aAllison’s J-33, J-35, J-71, and T-56; General Electric’s J-47, 
J-73, J-79, J-85, and J-93; Westinghouse’s J-81, and Bell’s LR-67. 

Accessories—Air Force classes 08E (turbo superchargers), 03F( miscel- 
laneous aircraft accessories and parts), and O3I (aircraft fuel systems, 
hydraulic, vacuum, oil, and deicer systems). 

As mentioned earlier, the increase in procurement responsibilities at the air 
materiel area level has been gaining momentum in the past few years. Using 
OCAMA as an example, statistics will demonstrate this impact. The dollar 
value of OCAMA obligations was $255 million in fiscal year 1956. This rose to 
$354 million in fiscal year 1957, and increased again in fiscal year 1958 to $517 
million. Estimated obligations for this fiscal year are $650 million, involving 
some 55,000 contractual items. These figures do not include contracts let at 
AMC but which are administered by OCAMA. Uninvoiced dollar balance of 
contracts administered by OCAMA is approximately $3.5 billion. 

To meet the challenge of increasing responsibility, OCAMA’s Directorate of 
Procurement and Production has been organized along weapon system lines. 
The directorate includes five operational divisions. Four of these have weapon 
or commodity responsibility as their names signify. These procurement divi- 
sions are bomber, support aircraft, aeronautical engines, and aeronautical equip 
ment. The fifth operating division, known as depot procurement, handles local 
buying to support warehouses, shops and base facilities. Depot division work- 
loads have also increased. Since 1954 the dollar value of obligations has gone 
up about 10 percent each year, with $24 million forecast for obligation this fiscal 
year. 

Review of contracts and development of recommendations for a major com 
tract command procurement plan are two major functions performed by the 
Procurement Control Office. All contracts above $10,000 and selected ones 
below this amount are reviewed to insure uniformity and high quality. Applica- 
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tion of the armed services procurement regulations, Air Force procurement in- 
structions and public laws, plus the exercise of good business judgment, provide 
the procurement quality standards. For major contracts, recommendations are 
developed that take into consideration all aspects of the procurement before bid 
invitations or requests for proposals are issued. The recommendations, once 
proved by the Director and commander, become the command’s procurement 


a a Fe S : 
oa This information is transmitted to headquarters AMC and headquarters 


USAF. : ; ? ; 
Prenegotiation review of major procurements are held with the procurement 


and production directorate at AMC headquarters to insure consistent application 
of policy in pricing and other important elements of negotiation across the de- 
centralized AMC procurement agencies. The Procurement Control Office, 
through close work with all procurement divisions and the Office of the Procure- 
ment Committee at headquarters, AMC, helps to maintain high quality standards 
applicable throughout AMC. 

The directorates Small Business and Contractor Relations Office aids small 
pusiness firms. This office is also an information bureau, providing prospective 
contractors with the latest bid invitations from OCAMA and other Government 
procurement agencies. The Production Control Office and the Administrative 
Office supplement and provide staff support to the Directorate’s buying divi- 
sions. These divisions and offices comprise the headquarters organization of 
procurement and production. 

However, the procurement function—the negotiation and award of contracts— 
is only part of the directorate’s job at an air materiel area. The other major 
portion is the production function, or the administration of contracts. Through- 
out AMC, contract administration is carried out by 20 air procurement districts 
and 28 Air Force plant representatives, located in key industrial cities. Air 
procurement districts administer contracts within their geographical areas, 
while the Air Force plant representatives, located at the contractor’s plants, are 
responsible for contracts with that company. Both air procurement districts 
and Air Force plant representatives report directly to the air material areas. 

While some 19,500 military and civilian personnel are assigned to OCAMA 
headquarters, approximately 2,000 other personnel of OCAMA are stationed 
throughout the United States, working daily with contractors, industrial firms 
and other Government organizations. These field personnel operate OCAMA’s 
three air procurement districts and five Air Force plant representative oftices. 

Main offices of the districts are in Chicago, Milwaukee and St. Louis, with 
procurement offices in other important industrial cities. Offices of the five Air 
Force plant representatives within OCAMA are located at the plants of three 
airframe and two engine contractors. The airframe plants are Boeing Airplane 
Co., Seattle, Wash.; Boeing Airplane Co., Wichita, Kans.; and Douglas Aircraft 
Co. Tulsa, Okla. The engine plants are Allison Division, General Motors, In- 
dianapolis, Ind., and General Electric Co., Lockland, Ohio. 

Procurement, like the other functions of logistics, must be geared to today’s 
logistic concepts. Because of the technological revolution since World War II, 
logistics must be more responsive to the needs of the operational commands. 
Gen. E. W. Rawlings, Commander of the Air Materiel Command, has listed the 
requirements for meeting today’s logistic demands: Speed, precision and flexi- 
bility. They are essential to fill the individual needs of a complex, costly, and 
constantly changing weapons systems. 

Within OCAMA, as is true for similar organizations, it is unlikely that the 
requirements of speed, precision and flexibility can be met without the essential 
ingredient of teamwork between maintenance, supply and procurement. The 
procurement officer can fulfill his role most effectively only when he is com- 
pletely supported by the requesting agency. It is essential that all agencies 
realize that the procurement officer is performing a service for the entire Air 
Force team to meet a command objective. Team spirit pays off in everyday 
operations, but when a priority program rears its head teamwork is the bedrock 
of an organization’s ability to perform. 

This was the case at OCAMA when Project Milk Bottle came into being in May 
1958. This extensive and concentrated modification program involved the Stra- 
tegic Air Cominand’s B47 fleet. The modification, a precision operation to 
Strengthen the wing of the Stratojet, is designed to increase low-level tactical 
capability. Because it was essential that the B—47’s be modified and returned to 
Service as soon as possible, this program was on a priority basis. Procurement, 
maintenance, supply, and the other supporting organizations of OCAMA swung 
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into action. Within 7 days the workload in the shops at Tinker was changed from 
maintenance of KC—97’s to B-47 modification. 

Purchase requests literally poured into procurement for the necessary materia) 
and services to keep the program moving. Normal processing procedures Were 
speeded up. From the beginning cf the program in May through early November 
2,062 Milk Bottle purchase requests had been processed in an average time of 
24 hours for each. Normal processing time is 12 days in the depot procurement 
division and about 40 days in the weapon and commodity divisions. At every 
turn, teamwork kept the program moving. 

During Project Milk Bottle, maintenance generated a requirement for boro 
scopes, precision instruments used to inspect almost inaccessible locations. After 
a fast but thorough survey of possible suppliers, procurement located a smajj 
eastern firm capable of producing the boroscope that would meet the rigid require 
ments. However, the contractor had never produced instruments to meet the 
specifications demanded for this work. Maintenance dispatched a quality contro 
specialist to the contractor’s facility. The specialist aided the contractor jp 
meeting specifications, and shortly thereafter boroscopes began to move off the 
production line. This one instrument allowed maintenance to reduce its ingpee. 
tion time in certain phases of the work by about 75 percent. 

As a result of the hard work, ingenuity, and cooperation of all participants, Milk 
Bottle has met its rigid time schedule. 

Milk Bottle is.only an example, although a dramatic one, of the teamwork 
and flexibility that must be inherent in an air materiel area organization if jt 
is to carry out its mission—supporting the operational organizations of the Air 
Force. Increasing this flexibility is one of the major objectives of the future, 


APPENDIX XXVIII 


“TIME ... THE RESOURCE WE MISMANAGE MOST,” BY BILL BORK. 
LUND (ARMED FORCES MANAGEMENT, MAY 1959) 


Time: THe ResourcE WE MISMANAGE Most 


Material wealth and technological talent are not assets until someone 
“digs them out of the ground.” The United States has held world war 
IiI in check because we were the first to develop a strategic air arm— 
and the first to marry it to the most lethal bomb the world has known. 

Yet, today we need twice as much time as the Soviets to move from 
concept to military, hardware. This disparity, if continued long 
enough, will result in a grossly inferior U.S. defense. 

This is what the Army, at least, proposes to do about it. 


(By Bill Borklund) 


Just a little less than 5 months ago, Lt. Gen. Arthur G. Trudeau, chief of 
Army research and development, organized a “leadtime’’ symposium in the 
Pentagon. Attended by the cream of Army’s top management, the symposium 
generated one of those rare reactions for symposia—a frank, openly lively debate 
on why the Army’s research and development cycle is normally 8 to 10 years, 
while Russia’s lasts only 514. 

Encouraged by the reaction to one of his favorite subjects, Trudeau set up an 
ad hoc committee, asked several Army offices represented at the symposium to 
participate. Only Gen. Bruce Clarke’s Continental Army Command responded. 
The tech services said, in essence, ‘“‘No, thanks.” 

Trudeau’s five-man committee * went ahead anyway, locked themselves in room 
2418, Arlington Hall, Va., and, for 35 days, thought about nothing but leadtime. 

The result, termed “excellent” by retiring Army research and development 
director, Dr. W. H. Martin, is a potentially tooth-rattling rewrite of Army regu- 
lation 705-5 (which spells out standard Army research and development pro 
cedure). Cleared through Trudeau's office last month, the committee’s report 
is now hunting approval in the Army staff, USCONARC, and among the tech 
services. “We think this is a good start toward the answer,” says Trudeau. 
“If someone doesn’t like (one of the changes), he’d better have a very good 
reason.” 


1 Consisting of Lt. Col. W. H. Hard, chairman, Lieutenant Colonels Schofield and Quist, 
Maj. R. M. Pearce from Trudeau’s office, Col. E. G. Shinkle (headquarters, CONARC). 





Few 
with 1 
little 
about 
for ct 
ments 
ideas 


most 
answ' 
time 
speak 
signif 


time 
visio! 
inade 
be de 
tions 
be ta 
Tr 
mack 
keep 
too f 
dece! 
restr 
then 


thro 
anyt 


phil 
Rar 
to SI 





nwork 
n if it 
he Air 
‘uture. 


3ORK- 


lief of 
in the 
yosium 
debate 
years, 


up an 
‘um to 
onded. 


| room 
dtime. 
pment 
’ regu- 
it pro- 
report 
e tech 
udeau. 
r good 





ee 


MILITARY PROCUREMENT 637 


Few men in the military, particularly in research and development, will argue 
with the contention that, today, saving time is a critical military need. Yet too 
little atteention has been given to what uses up time—and what can be done 
about it. Most of the 70 salient points, factors, problem areas, and suggestions 
for cutting leadtime heard at the symposium were broad philosophical argu- 
ments. Said one colonel, “Everyone was a policy man. Nobody had definite 
jdeas on the ‘how to’ details.” 

Trudeau wants this thorn in the side of progress removed. Asked what the 
most important project is in the Army today, his staff will almost invariably 
answer, “Leadtime.” Coming from a scientist, declarations of war on lead- 
time made for little more than erudite conversation. Coming from a blunt 
speaking, no nonsense fighter like Trudeau, the same declaration takes on new 
significance. 

Recently, he said, “Money can buy many things, but it can never recover 
time lost through faulty administrative procedures, deferred decisions, lack of 
vision, timidity, complacency, misdirected or fruitless effort, or through past 
inadequate funding.” And later, “I am convinced that there is more that can 
pe done to resolve this leadtime problem among those of us in responsible posi- 
tions, and all our subordinates, than in perhaps any other single step that could 
be taken.” 

Trudeau’s plan for cutting leadtime amounts, essentially, to providing the 
machinery which will give a man the responsibility and funds to do his job, 
keep him under only enough management control to make sure he does not go 
too far afield. Today, he believes, there is too much control. “We have failed to 
decentralize authority. We are overreporting. Too much lost time is due to 
restrictions placed by top echelons on succeedingly lower echelons to protect 
themselves.” 

Added one colonel, “‘when you consider all the various stages an idea goes 
through, you begin to wonder how we manage to muddle through and produce 
anything.” 

in this fight to save time, the Army is dissecting every system, operation, and 
philosophy which has any effect on R&D. No element of the cycle is sacrosanct. 
Rarely, in business or the military, has top management subjected its methods 
to such blanket scrutiny. 

NOT ALONE 


Trudeau, although possibly the most influential, is not the only crusader in 
the field. The Army Scientific Advisory Board reported to Secretary Brucker 
on the problem recently (and recommended such things as setting up an Army 
Assistant Secretary for Research and Engineering; boosting Trudeau’s title to 
Deputy Chief of Staff and broadening his job to include engineering). Certain 
of the tech services, notably signal and ordnance, have concerted drives going 
to cut leadtime. Problem here is the same one which adds to lead time itself: 
poor coordination. 

A workable, timesaving technique developed by one service has a shaky, nebu- 
lous, nonauthoritative way of drifting around to the others where pride of 
authorship and management hand-sitting delays its implementation even fur- 
ther. Then, too, individual tech service efforts, however good, tend to look 
at the problem in terms of a particular service’s own environment. Army men 
are pretty well agreed that, with constant changes in station and fluctuation 
in work force, the R. & D. cycle procedure must be fairly uniform everywhere 
if it’s to maintain a steady, uninterrupted pace. And a steady pace, they also 
agree, is one of the requirements for cutting leadtime. 

Why is cutting leadtime so critical? There are several reasons. One is Soviet 
ability to move from concept to hardware operational in the field in an average 
of roughly 5 years. The U.S. Army takes 8 to10 years. (There have been some 
outstanding exceptions in the Army record, but they only cause critics to wonder 
why we can’t do the same thing all the time.) To Trudeau, “This disparity, if 
continued long enough, will make us grossly inferior in military technology, 
result in our defensive development coming into being after the system it is 
designed to counter has already been replaced by a superior system.” 

Tied to this is the awesome advance in scientific technology in the last 15 
years—an advance greater than the total of the last 100 years. Because of this 
technological revolution, military equipment today is often obsolescent when it 
becomes operational. In the next 5 years the flood will be even greater. Unless 
decisionmaking begins to move as fast, knowledge of which technology the mili- 
tary can use and which is marginal will be little more than guesswork, groping 
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in a darkness of unproven ideas. Worse, the scientific achievements wil] jj, 
unused. 

Where does leadtime mount up? No one knows, except in terms of broad map. 
agement philosophy. Even Trudeau admits “We don’t know on which echelg 
this thing gets blocked or why.” In only one area is there an obvious weakneg. 
the apparent inability to shut off project development and go into production 
when a piece of equipment is “good enough” to do the job. 

“We reach 95 percent effectiveness rather quickly,” says one Army R. & D. may 
“It’s the chewing away at that other 5 percent that takes the time. Ruggjy 
quits when she reaches 95 and we're having a hard time right now finding apy 
examples where that extra 5 percent is giving us any battlefield advantage,” ~ 

(Why, for instance, is the Army still working on projects which today ar 
only 5 percent improved over the original development in 1942? Why is R. &p 
money still being spent on Honest John and Little John missiles which already 
fill their requirement? Why was $7 million poured into “polishing” the Worj 
War II jeep so that now it is slightly better—but a great deal more expensive tp 
buy and maintain?) 

But beyond this one weakness, Army research people are pretty well cop. 
vinced that cutting leadtime in half is going to mean chewing away at a great 
many small things. (Signal Corps, for example, has discovered that a 50-pe. 
cent cut in experimental and user test time reduces the overall R. & D. cycle 
only about 5 percent. Ordnance says, on some projects, they cut the total R. &D, 
cycle, actually, if they take more time in concept analysis stages. 

In brief : 

1. Development time must be cut from an average of about 8 years dow 
to 4. 

2. Only to a limited degree is long leadtime the result of legal require. 
ments. Plodding management control is the big reason. 


3. Too much of the military attacks leadtime with lipservice. Too few do | 


anything about it. 

4. Leadtime cannot be cut down in large chunks. It must be whittled 
away by (a) decentralizing authority; (b) more boldness; (c) faster deci- 
sionmaking; (d) funding to fit the program, not programing to fit the 
budget; (e) above all else, an individual sense of urgency and a team eager 
ness to cooperate. 

BRIDGING THE GAP 


1e Army knows, for instance, £ e is a wide gap i snowledge and 
The Army k f tance, that there is a wide gap in knowledge and 


understanding, state of the art, between the military tactician who writes re | 


quirements on one hand and, on the other, the scientist who fills the order. The 
point: for both scientist and tactician to control their ends of the cycle better, 
yet move faster, is going to require that both learn a great deal more about the 
other’s ‘‘state of the art” than they now know. 

Most important: Army thinks the solution to long leadtime is going to depend 
far more on the attitude of the people in the cycle than on any changes in the 
cycle itself. Said Army chief scientific adviser, Dr. Weber “Evidently you, and 
this includes me, are looking for some kind of set rules to run this thing by. 
I think that is fine, we should look for some rules, but I am convinced there are 
no hard and fast rules. Eventually, it will come down to the human equation 


of how each of us individually handles the thing.” Added Dr. Martin: “The | 


key factor in attaining the goal is that members of the team be motivated bya 
sense of urgency and an eagerness to cooperate with each other.” 


Long leadtime is not, to be sure, entirely the Army’s fault. The Army is not | 


always allowed to decide for itself what it will develop. There is the Secretary 
of Defense and the Joint Chiefs of Staff, the Bureau of the Budget, and the 
Congress who all have a hand in. Whether they should be overseeing as mud 
as they do or not is another argument. The fact remains that for Army, or any 
other service, to be successful in its efforts to cut leadtime as a normal opera 
tion, the same sense of urgency must develop in these agencies as well. 
During a recent visit to Russia, United States Steel officials were amazed at 
Soviet ability to get a job done in a hurry. When a Russian steel plant manager 
was asked how come, he replied, simply, ““We get the directive and then we g0 
ahead with it.” His answer to where the money came from was just as direct, 
“The Director of Finance is given the instruction at the same time to find the 
means of financing it.” Too often, in the present day U.S. scheme of doing things, 
the budget controls the military program instead of the other way around. 
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WHO IS AT FAULT 


Nor is Army’s problem solely a matter of dealing with its own governmental 
hierarchy. Industry, too, has frequently slowed down the cycle. Commented 
Army Missileman Medaris recently, ““Their paperwork procedures are frequently 
more complicated than ours and they often seem to want to make a career out 
of a single project.” 

Adds Dr. Martin, “We want and need more organizations which are proficient 
in both development and production and whose management has the concept and 
experience of handling as a prime contractor the overall job from the systems 
engineering point of view. We have some, but we want more companies who can 
help to plan the whole job, who can integrate development and production to get 
q satisfactory and economical product, and who are experienced in taking care 
of such loose ends as manuals, training aids, spare parts and maintenance tools 
and practices. This we have got to do or else we shall lose the race.” 

Because of this entwined complexity of organizations, procedures, philoso- 
phies, and people, the answer will probably be slow in coming—possibly too slow. 
To the men at lower levels who have already proven they have the ability and 
the knowledge but still are not giving the authority this may prove particularly 
disheartening. 

The best way to reach a quick solution may have come from hard hitting 
administrator Trudeau when he said, “I think maybe we should arrange with 
the Deputy Chief of Staff for Personnel to give a man any one of his first three 
choices of station if he could eliminate one echelon under him or simplify just 
one or two regulations—and get on with our work.” 


TO CUT LEADTIME 


Trudeau’s ad hoc committee wants: 


Adoption of their rewrite of Army Regulation 705-5. Their major changes 
include : 

1. A method for expediting selected development. 

2. Amethod of selecting development to be expedited. 

8. Elimination of technical committees. 

4, Improved coordination between interested agencies. 

5. Increased scope and content of qualitative materiel requirements (includ- 
ing the chance to substitute them for military characteristics documents in some 
ases). 

6. Firmer requirement of feasibility in military characteristics. 

7. Control by specified command channels, responsibilities, and reports. 

Army scientific advisory panel advises: 

1. Chief of R. & D. should have sole responsibility for all research and develop- 
ment policy determinations. 

2. Greater authority and responsibility should be delegated to the lower levels 
of the Army organization in the execution of the research and development 
activities. 

3. Chief of R. & D. should have sole control of all funds, regardless of their 
source, essential for the conduct of R. & D. and the construction, evaluation, and 
test of prototypes. 

4, Chief of R. & D. should have authority to contract directly for R. & D. 
work and should establish an appropriate staff for such activities ; should encour- 
age the conduct of research within the technical services and promote free ex- 
change of information. 

5. An Assistant Secretary of the Army (Research and Engineering) should be 
created with appropriate authority and responsibility. 

6. Chief of R. & D. should be titled Chief of Research and Engineering and 
be given the rank of Deputy Chief of Staff. 

_t. Concurrent contracting procedures of the Army should be reviewed, par- 
ticularly with respect to the delays incurred in the initiation of the work and 
passing from R. & D. to production. 

8. The Army Research Office should accent its efforts in anticipating the 
need for research and establish those projects which will provide the necessary 
information for the expeditious conduct of future development work. 

9. For critical R. & D. programs, project management system should be more 
widely adopted; development programs should not last longer than 4 years ; 
progressive reviews at Army General Staff level should be confined to Chief of 
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R. & D.; Chief of R. & D. should determine number of test items required jp 
development program; and, during development work, should insure Appropriate 
liaison between development and user agencies. 


Dr. William H. Martin names these objectives: 


1. Basic research and component development programs be adequate for 4 
suitable reservoir of new knowledge, concepts, and components. 

2. A well-drawn project plan be provided for authorization of the developmey 
project. 

3. The development cycle extend into the production of the first lot untj an 
acceptable item has been produced and tested. 

4. The responsibilities for development, preparation for production, initiy 
production and the support material be placed on one contractor. 

5. The qualitative military characteristics, to the maximum extent, be objq. 
tives throughout the development cycle, with primary responsibility in the Arp 
R. & D. agency for seeing that they are properly adjusted to the dictates of th 
available technology, economical quality production, reliability, and timely 
availability. 

6. Logistics and user agencies have close relations with the Army develop. 
ment agency and the contractor to insure that their interests are properly eff 
tive in the development of the design. 

7. For each major project there be a project manager responsible for progres 
of the project-and for proper participation of the logistics and user agencies 

8. The cycle from initiation of the development to operational availability 
of an acceptable item should be not more than 4 years. 


APPENDIX XXIX 


“NO TIME FOR SALE,” BY MAJ. PATRICK W. POWERS (ARMY, MARCH 
1959) 


No TIME FOR SALE 


(By Maj. Patrick W. Powers’) 


The United States and its allies are today in a race for survival. Just asin 
the race between the tortoise and the hare, it isn’t the head start that is impor 
tant. It’s the lead that is maintained down the stretch to the finish line. In| 
the uncertain timetable of events during the present period of tension we don't | 
know when or where the finish line will appear, so it is particularly important } 
that we keep in the lead all the way. j 

The most critical of the areas where our lead must be established is the mil- | 
tary weapons field. The ability to implement national policy by military means | 
still determines the odds set by international bookmakers, as it has for cep 
turies past. One of our national objectives, then, in meeting the Communist 
threat must be to produce superior weapons. Since we can’t match the Com 
munists’ manpower, we are forced to turn to other areas to gain an advantage 
This calls for the ability to give our military forces effective, operational weap 
ons on a continuing basis if we are to counter the wide and shifting range of 
Soviet capabilities. To do this we must research, develop, and produce weapons | 
that will be phased in over future years to counter any new enemy weapons ® | 
equipment. The overall period that it takes to complete this cycle is called 
weapons leadtime. 

Lead time is defined as the period measured from the start of research and 
development until a weapon is in the hands of the using troops. You might say 
it is the period from wanting to getting, or “from womb to boom.” This period 
is measured in years and, consequently, the task requires long-range programing 
and detailed planning. 

We are concerned not only with guns and missiles, but any means that enable 
a military force to arrive at its objective. These means include tanks, trucks 
radios, supplies, electronics, and even special clothing. 


1 Maj. Patrick W. Powers, Artillery, was commissioned from West Point in 1945 and has 
been active in the missile field since 1950. He served as an instructor at the Antiaireraft 
and Guided Missiles Branch of the Artillery School (now the Air Defense School), and 
with one of the Army’s first missile units. Since 1952 Major Powers, now on duty in the 
Office of the Army’s Chief of Research and Development, has written several articles 0 
missiles for Army. 
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IMPORTANCE OF LEADTIME 


Through the ages of warfare the useful period of “weapons life” has de- 
creased aS leadtime increased with the complexity of the weapons system. . Dur- 
ing the early Christian era this life was about 400 years. By the 1920's the 

riod of usefulness had decreased to 50. Today, some weapons live for only 
8 to 7 years. ¥ 

On the other hand, our leadtime for producing these weapons averages about 
Sor 9 years. The leadtime of some representative weapons now in use is shown 
on page 35. There are many reasons for the difference in time from research to 
jssue of these weapons and related equipment. Some were naturally more com- 
plicated than others and required more research time. Others lacked a go-ahead 
decision during a particular phase of the program. Funding problems may have 
peen encountered. Priorities of development may have differed. Some may 
have been carried through the entire cycle step by step while others had a tele- 
scoped leadtime with concurrent research, development, testing, or production 
phases. : : 

The average leadtime of 8 to 9 years becomes more important when com- 
pared to that of the U.S.S.R. There are indications that the Soviets can produce 
weapons on a 5-year average time s ale. This means, of course, that beginning, 
say during 1958, the U.S.S.R. can field an average weapon in 1963~—3 years 
before we can put the same one in the hands of troops in 1966 (see chart, p. 36). 
This becomes even more serious when you realize that if we attempted to produce 
a counterweapon to a known Soviet achievement, a 3- or 4-year period would 
transpire during which there might be very meager means, or none at all, with 
which to combat the enemy’s new weapon. The tragic result: a continuous 
cycle of producing obsolecent or more nearly obsolete weapons in an age when 
technology is creating new weapons at an accelerated pace. 


A RACE AGAINST TIME 


This part of the weapons race—producing the counterweapon—is very real 
to our air-defense planners. Since 1945 they have been racing against time and 
the Soviet weapons cycle. Nike-Ajax was developed to meet the threat of the 
Soviet long-range bomber. How well it was conceived, developed, and produced 
is attested by the fact that Ajax is still effective against any known bomber. 
Nike-Hercules was developed to extend the capabilities of Ajax. It also gives 
us a definite coverage, a tangible lead, in the future against Soviet manned or 
unmanned aircraft and air-to-surface missiles. 

However, according to our weapons life figure of 3 to 7 years, Ajax, which 
became operational in 1953, may become less effective against any threats from 
the air after 1960. This is certainly true when the ballistic-missile threat is con- 
sidered ; for Ajax cannot cope with ballistic missiles, nor was it designed to do so. 

So here is another example of the leadtime race for counterweapons. In 
ballistic missiles we are behind the indicated Soviet lead in both a similar weap- 
on and a counterweapon. On the other hand, they probably are behind in the 
defensive weapon field against our growing capability. Today we have no 
defense against their IRBM or ICBM. Their ballistic-missile capability was re- 
vealed in a startling manner when they launched sputnik. The same booster 
rocket that placed the first earth satellite in orbit has the propulsion necessary 
to thrust a nuclear warhead 5,000 miles or more. Fortunately, we had already 
started the Nike-Zeus program to counter the ICBM, but that missile will not be 
operational until early in the 1960—70 decade. 


ORGANIZED FOR PERMANENT CONFLICT 


Before going any further, let’s more clearly define the Communist designs 
that make vital a strong military posture and newer, more radical weapons 
systems. The Soviet Union presents history’s greatest triple threat: economic, 
political, and military. 

Economically, the Soviets have increased their heavy-industry output where 
it is approaching ours. Recently their 1972 production goals were advanced to 
1965. Since most of their heavy industry is geared to military products while 
ours is oriented toward consumer goods, their present military production ap- 
proaches that of the free world. Even on a wartime basis, it is entirely possible 
that their military production could still exceed ours. Many of us labor under 
the fallacy that because our standard of living is high compared with the 
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U.S8.S.R.’s, we will attain a production advantage in any emergency merely by 
shifting to wartime production. Not so. A nation must choose between a high 
standard of living or heavy military production. (Remember Hermann Goer. 
ing’s “guns instead of butter’?) It cannot afford both; Russia is devoting g 
larger proportion of its economy to military production, whereas we are devoting 
a larger portion of ours to consumer products. Can we afford to maintain this 
status? If we cannot, then it is possible we may shift too late. 

Politically, the Communists have perpetuated a familiar pattern of foment. 
ing unrest in underdeveloped areas. the Middle East, Africa, and Asia. Their 
Sinister penetration into national governments is well known—even taken for 
granted. Their espionage has already caused immeasurable damage in our own 
country. By stealing our scientific and technological secrets, they have ° 
pushed their weapons developments ahead of their own schedules. 

It is the military threat that most vitally concerns us. 

Remember, the Communist bloc has some 400 divisions, 500 submarines, and 
25,000 combat aircraft. Their missile threat has been headlined through boasts 
by Kremlin leaders and emblazoned by 3,000 pounds of instrumented satellite 
With 8 million men under arms, Khrushchev need not explain his threat, “We 
will bury you.” Nor does Manuilski, their representative at the United Nations 
elaborate on his early statement: “War to the hilt between communism and 
capitalism is inevitable. * * * As soon as their guard is down, we shall smagh 
them with our clenched fist.” 

The Soviets are organized for permanent and continued conflict. They can 
attack the NATO forces in Europe and place out native soil under fire in a 
matter of hours. This, then, is the threat that faces us; the framework within 
which we must buy insurance for survival. 


WEAPON _ LEAD TIME (years) 
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WHAT MUST WE KNOW? 


How can we meet the threat? If we consider only military weapons, it simply 
means we must produce better ones before the Soviets do. But first we must 
know the answers to several related problems. We must know our military 
requirement for future organizations and employment so that we can design the 
best weapons to support ‘them. We must also know the enemy’s capabilities 
projected over future years. Finally, we must be able to forecast advances i 
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the arts of technology, of military science, and of production techniques to many 

ears hence. If we can do that we can proceed to develop our own weapons 
and counterweapons systems and put them in the hands of using troops in time 
to beat the Soviet’s operational dates. 

The future needs of flexible, national military forces that will meet all the 
conditions of cold war, so-called limited war, and total nuclear war are difficult 
to predict, judging from the great debate since Hiroshima. There are many 

areas in national policy and in the doctrines of the three services. The 
Army's approach to these requirements is based on the proposition that land 
forces are still the decisive factor in the various shades of war. We maintain 
that the combined application of mobility, dispersion, and control resulting from 
the Pentomic concept, supported by nuclear and nuclear-free firepower, will 
result in effective use of our combat forces. Consequently, weapons systems are 
peing developed to fit this concept, to support these future units and their 

oyment. 
eet estimate of Soviet future capabilities is difficult to obtain. The 
Iron Curtain has done a remarkable job of concealing development progress. 
Often we learn of the existence of a weapon or other achievement orly when 
the Soviets wish to display it. Sputnik’s booster rocket must have been under 
development from the time the Russians captured the German V-2 rockets in 
1945. From that time until October 4, 1957, was a leadtime of 12 years—a con- 
siderable period these days for a weapons system. The art of rocketry was 
still in a primitive state after the war, so undoubtedly that remarkable project 
succeeded only after many failures. 


EXPLOITING SCIENTIFIC BREAKTHROUGHS 


Obviously, there must be some other method of predicting future weapons 
threats than to wait for a potential enemy to display the finished product. The 
best way is to gage possible weapons development against the predicted state 
of the art of technology, our own military capabilities, and industrial progress. 
In other words, a reasonable forecast of things to come with allowances for 
breakthroughs that might quickly revolutionize the weapons field and give our 
military capabilities a “quantum jump.” 

Suppose, for example, we perfect a usable “fuel cell”—one that converts a fuel 
directly to electrical energy at efficiencies approaching 100 percent. This cell 
would resemble a storage battery with no electrolyte We might combine free 
oxygen and hydrogen from outside the cell to produce electrical energy to power 
directly many types of propulsion systems. As a result, logistical requirements 
would drop, maintenance would be radically simplified, and the mobility of all 
types of ground and air vehicles would be multiplied. Think what this would 
do for our new tactical units on a widely dispersed battlefield. 

Another type of breakthrough would be a practical ‘death ray”’—that weapon 
so highly regarded by the mad scientist in the movies. Rays that will melt a 
brick at a distance of a few feet have been produced as far back as 1934 by the 
acceleration of subatomic particles. Certainly these machines are not fieldworthy. 
but the principle is there. The Army’s solar furnace, reeently placed in opéra- 
tion, can do the same kind of job. By concentrating the sun’s rays it produces 
temperatures of 5,000 degrees Fahrenheit—enough to cut through a steel beam 
in about 30 seconds. 

If either the Soviets or ourselves make such an advance in operational weapons, 
the other side must be ready with a counterweapon. This is already the case 
with the development of Nike-Zeus versus the ballistic missile. Such is the task 
of predicting enemy weapon capabilities over the years based on our own capa- 
bilities and the state of the art. 

We must consider one more important factor in meeting the military threat 
that faces us. We must assume that an attack on any scale can be launched 
at any time and can reach our industrial and population centers within hours. 
Our military bases and forces would certainly be the primary targets, just as our 
Pacific Fleet was on December 7, 1941. However, the U.S.S.R. has the means— 
either by bombers, missiles, or widespread sabotage—to attack our national base 
before we could even start the traditional mobilization that has been our shield 
and source of strength in modern times. 


434525942 
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PHASES 
OF 
CYCLE 


TIME (years) 


TIME IS AGAINST US 


Does this mean that time is against us? It certainly does. There may hk 
no time for mobilization, no time to outproduce the Communists, no time ty 
develop weapons or counterweapons, no time to pour billions of dollars into the 
great surge of effort needed to bulwark the bastions of the free world. 

This is the darkest side of global war: to be caught completely off guard and 
for the greatest industrial complex in the world to be crippled. There are many 
reasons why the initial blows of any such conflict may never be so complete; that 
is, total disruption in a matter of hours. Our air-defense systems, the probe | 
bility that anything moving through the atmosphere for 5,000 miles or so is bound 
‘to have operational difficulties and the classic unknowns of war, all these reduce | 
the likelihood of even reasonable success at first. However, as hours and days 
go by the degree of destruction will undoubtedly increase. We will find that | 
the time it took to disrupt our national base is enormously disproportionate to the | 
reaction time for rebuilding and for producing the weapons needed to recover ou 
military losses. 

It is obvious that in any serious international conflict with the Soviet bloc 
events will move too fast for a change in production gears that will produce newer 
weapons at a faster rate. Time is the dimension for survival, and we must 
measure it carefully. Billions of dollars eannot buy time. If we believe thats 
weapons lead over the Soviets is vital, then that lead must be substantial ani 
eontinuous. It cannot be achieved quickly during a national emergency. 

It might be well to point out that during the Korean war the appropriation 
for weapons made in 1950 and 1951 did not produce a significant expansion it 
deliveries until 1953 and 1954. And these were not the radically new or compla 
weapons we know today. 

Let’s restate our discussion: To meet the present and predicted Communist | 
threat, we must have effective, operational weapons phased in over the years 
and backed by a sustained research and development effort. The way to insure 
this birth rate in weapons is to reduce the leadtime that includes researth, 
development, production and, finally, availability to the using troops. Reducel 
leadtime also delays obsolescence during the short lifespan of weapons useft: 
ness. It is the only way to match and overtake the present weapons cycle if | 
the U.S.S.R. 
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LEADTIME CAN BE REDUCED 


How can leadtime be reduced? You could say by “crash programs,” and you 
would be correct. But we can’t afford to crash every weapons program. In 
fact, that is a difficulty today in developing some missiles. One set of priorities 

on another until objectives become garbled. Still, a brief examination of 
an accelerated weapons development program provides a good example of what 
can be done, and what should be attempted on a national scale. 

The Jupiter IRBM is an appropriate model for reduced leadtime. It had a 
Syear cycle. Of course, it was a Presidential priority weapon, but the method 
of cutting 5 years off the average leadtime is interesting to note. 

Probably the two most significant factors are the management and the funding 
of the project. Authority to make decisions was decentralized, and authority to 
award contracts was delegated. In fact, contracts for some development phases 
were reduced to a simple letter and were processed in a week instead of months. 
Funding was simplified and justifications for spending reduced to an acceptable 
jevel. In current procedures, funding often goes through several reviews for 
justification at top levels. This one factor has caused sizable time delays in 
present weapons developments. 

In the Jupiter program, production engineers were called in during the early 
phases of development so that the production base with industry could be 
implemented without delay. A training program and concept of field equipment 
began at this time. Designs reached the fiflal stages early and engineering 
models of the missile and its equipment produced quickly. Initial firings used 
research, development, and even production components while the system’s relia- 
bility was kept unusually high. 

This telescoping of overlapping of the weapons cycle phases along with con- 
current or combined testing is the key to any “hardware” development of our 
more complex weapons. This has been used with many Army missiles systems 
to reduce the leadtime to 5 years and 8 months—a substantial improvement, 
put not good enough. For our weapons a 4-year leadtime cycle appears to be 
the proper goal. This is a vital national objective and it will take the combined 
efforts of industry, the services, and the Government to achieve it. 

No program of this magnitude will be easy to accomplish. It will require a 
combination of the better management and improved funding practices. Itisa 
joint responsibility of industry and Government (including the armed services). 
Industry’s ability to mass-produce is the fundamental reason for our commercial 
greatness. Industry will continue to produce the complex weapons we need 
to meet the Communist threat. Government, in turn, must act as a catalyst 
and accelerate the entire weapons cycle if we are ever to obtain positive results. 





WE NEED NATIONAL INTEREST 


A rather blunt question still needs to be answered. Do we have the national 
interest, courage, or objectives to create a lead in the weapons race? A former 
Member of Congress called the arms race a giant hoax. Recently Vice Admiral 
Brown of the U.S. Navy said: “World War III has long since started. Whether 
we know it or not, we are fighting for our lives, and we are not doing it so 
well.” 

The views of many Americans may differ on the subject, but the important 
point is this: since the threat exists and our survival is at stake, are we doing 
everything we can to strengthen our national position? If the answer is “No,” 
oe we had better reexamine some of our fundamental beliefs and responsi- 

ilities. 

Today, it is clear we cannot buy time. Conversely, time will be against us 
in the future. Our alternative, then, is to use and budget, in the most effective 
manner, the time we have left to us. 

Another reality, still shunned by millions of wishful thinkers, is that the free 
world is threatened by communism’s economic, political, and military goals. 
We must devise a long-range insurance program against this threat in each of 
its three dimensions. Such a program must first stress military production in 
order that the United States can maintain a strong national and international 
posture. To make effective, operational weapons available, we must reduce 
our leadtime to a period of 4 years. 

Aesop ended his fable about the tortoise and the hare with the moral: Slow 
and steady wins the race. Today, this might be paraphrased as “Leadtime wins 
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the weapons race.” The threats of communism have fashioned our nationg) 
objectives in this weapons race. We know how to accomplish the task. We 
must establish our lead now—and keep it. 


APPENDIX XXX 


“AN ANALYSIS OF PROPOSED AMENDMENTS TO THE ARMED SEpy. 
ICES PROCUREMENT ACT OF 1947,” BY CHARLES W. COLSON ANp 
MURRAY ZWEBEN (THE GEORGE WASHINGTON LAW REVIEW, APRi, 
1959) 

EDITORIAL NOTE 


AN ANALYSIS OF PROPOSED AMENDMENTS TO THE ARMED SERVICES PROCUREMENT 
Act oF 1947 


Charles W. Colson* and Murray Zweben** 
I. INTRODUCTION 


A noted authority on defense organization once remarked, after a study of, 
military department, that “reorganizing a military service is like kicking 4 
200-foot sponge around.”* Senator Leverett Saltonstall, former Armed Servic 
Committee chairman, took aim in the last session of Congress at the same 2) 
foot sponge with a proposal for sweeping changes in military procurement 
methods and weapon development procedures. The proposal was prompted by 
a congressional investigation into satellite and missile programs* commence 
as a result of 1957’s postsputnik hysteria. 

During the hearings, one witness testified that the Soviet Union was able 
to develop modern weapons considerably faster than the United States.* This 
was attributed to the Soviet ability to cut down leadtime, the time required 
to develop new weapons from ideas into serviceable military equipment. It 
was asserted that the Soviets sometimes required only one-half as much lead- 
time as the United States.‘ During committee questioning, specific inquiry 
was made into the extent to which leadtime problems are occasioned by the 
provisions of existing procurement statutes.© There was testimony directly 
relating leadtime to the procurement process.° 

In the closing days of the 85th Congress, Senator Saltonstall introduced 
S. 4294,’ a bill designed to correct the leadtime problem. It was widely pub- 
licized during the last months of 1958, and there were conferences held by indus 
trial associations at which the bill was discussed.’ S. 500° was introduced on 
January 20, 1959, incorporating many of the revisions suggested by the confer- 
ences and studies which took place during the fall. In this note, the principal 
provisions of S. 500 will be discussed, compared with 8S. 4294 where there is 
significant difference, and contrasted with existing procurement law. 


*Member, The George Washington Law Review ; A.B. 1953, Brown University. 


**Member, The George Washington Law Review; B.S. 1952, M.S. 1953, New York State 


College for Teachers at Albany. 


« Hearings Before the Preparedness Investigating Subcommittee of the Senate Committe 

- root Sot (ieee) Inquiry into Satellite and Missile Programs, 85th Cong., ist & 2d Ses, 
a : 

’ 2? Hearings Before the Preparedness Investigating Subcommittee of the Senate Committe 
on aaa Services ; Inquiry into Satellite and Missile Programs, 85th Cong., Ist & 2d Sess, 
pt. I (1958). 

* Hearings, supra note 2, at 791-834. 

* Hearings, supra note 2, at 793. 

* Hearings, supra note 2, at 805. 

* Hearings, supra note 2, at 833. 

TS. 4294, 85th Cong., 2d Sess. (1958). 

® Aeronautical Procurement, Oct., 1958, p. 30; Nation’s Business, Oct., 1958, p. 16; 
Aviation Week, Jan. 5, 1959; Time, Sept. 8, 1958, p. 86; National Defense Commi ee of 
NAM Meeting, Jan. 9, 1959, Washington, D.C.; National Security Industrial Association 
Meeting, Sept. 25, 1958, New York City; see also letter from Strategic Industries Ass 
ciation to Senator Saltonstall, Sept. 18, 1958; USCC, National Defense Committee resolt- 
tion of Jan. 28, 1959. 

®S. 500, 86th Cong., Ist Sess. (1959), S. 4294 died with the sine die adjournment of the 
85th Congress. 
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Approximately twenty-two billion dollars” is expended annually for military 
urement, involving nearly five million separate transactions." Because of 
the direct bearing procurement methods and weapon development procedures have 
on national security, and because of the size of the procurement process, S. 500 
deals with one of the most critical and far-reaching activities of the Government. 


Il. THE EVOLUTION OF PROCUREMENT LEGISLATION 


Congress has traditionally assumed responsibility for prescribing military 
procurement methods in substantial detail.“ The first procurement legisla- 
tion was enacted within ten years of the adoption of the Constitution,” and just 
a few years later Congress set forth procedures to guarantee fairness in the 
award of government contracts.“ Procedures for formal advertising were codi- 
fied in 1875." With the beginning of World War II, the need to keep abreast 
of fast-moving scientific developments became the paramount consideration in 
procurement. Within eleven days of the attack on Pearl Harbor, the rigid re 
quirement of the sole use of formal advertising with special exceptions was 
suspended by the First War Powers Act.” The act preserved certain restrictions 
such as the prohibition on cost-plus-a-percentage-of-cost contracts, but in essence 
$201 of title II of the act conferred very broad procurement authority upon 
the executive agencies, : 

The act was particularly significant in its recognition that procurement by 
formal advertising was not always suited to procuring the weapons of modern 
warfare and that other methods were also essential for the procurement of cer- 
tain military items, particularly those in early stages of research and development 
and those which could not be described precisely in the complicated specifications 
necessary with formal advertising. During World War II the procurement proc- 
ess had reached what has been described as an “all time high of efficiency.” ” 

Experience under the First War Powers Act altered congressional attitudes 
toward military contracting procedures, and on the strength of recommendations 
by the Procurement Policy Board, an agency of the War Production Board, the 
Armed Services Procurement Act “ was introduced on January 27, 1947. Over 
a year was consumed in thorough and detailed congressional consideration. 
Basically, the 1948 act preserved the wartime procedures for formal advertising 
and negotiation.” Since its passage, only minor amendments” have been made, 
which have generally narrowed the procurement authority of the Defense De- 
partment. 


III. CONGRESSIONAL POLICY 


Section 2 of S. 500 offers for the first time an overall statement of congressional 
policy for military procurement. This section includes as objectives of the legis- 
lation the reduction of procurement lead time and the encouragement of per- 
formance, delivery and cost incentives in the development and production of 
military equipment, as well as a general statement of congressional attitude 
toward military procurement. Congressional policy is broadly stated: 

It is the policy ... that agencies . . . shall purchase products and services 
which will most economically and efficiently satisfy the needs of such agen- 
meee 


™104 CONG. REC. 16136 (daily ed. Aug. 14, 1958); 105 Conc. Rec. 809 (daily ed. 
Jan, 20, 1959). 


soephddress by Helge Holst, National Security Industrial Association Meeting, Sept. 25, 


“ Address by F. Trowbridge vom Baur, General Counsel for the Navy, Hennepin County 
Bar Association, Oct. 14, 1958, Minneapolis, Minn. 

31 Stat. 555 (1798). 

“6 Stat. 484 (1808). 

Rev. Stat. § 3709 (1875), 41 U.S.C. § 5 (1952). 

* Supra note 12, at 7, citing 55 Stat. 839 (1941). 

"Supra note 12, at 9. 
capt? U.S.C. § 2301 (Supp. V, 1958) [hereinafter referred to as “the 1948 act” or “‘the 

* Supra note 12, at 10. 

"65 Stat. 700 (1951), 41 U.S.C. §§ 153, 254 (1952); 66 Stat. 626 (1952), 41 U.S.C. 
i 153, 254 (1952) ; 69 Stat. 551 (1955), 41 U.S.C. § 152 (Supp. V, 1958) ; 70 Stat. 1015 
(1956), 41 U.S.C. § 153 (Supp. V, 1958): Pub. L. No. 568, 85th Cong., 2d Sess. § 301(b) 
way 39, 1958) ; Pub. L. No. 800, 85th one. 2d Sess. §§ 8-11 (Aug. 28, 1958). 

"8. 500, 86th Cong., 1st Sess. § 2(a), (1959). 
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There are distinctions between the statements of policy of S. 500 and §, 4994 
The latter, in its proposed amendment to the declaration of policy found in th 
1948 act, emphasized the desirability of purchasing goods of a commercial chay. 
acter where readily available on the open market. It further restated a familigy 
congressional policy that a fair proportion of the purchases made under the ag 
be placed with small business concerns.” 8. 4294 referred to subcontracts 
specifically. This was an obvious reference to a later section of the bill proyig. 
ing subcontract preferences for small business. 8S. 500 substitutes more genera) 
language, deleting the subcontract reference. 

The policy amendment in 8S. 4294 was not intended as a generalized statement 
of the bill’s purposes, but rather as a specific amendment to policy statements 
appearing in the 1948 act. The amendment was designed to accommodate gp. 
cific changes to be made by S, 4294. , 

Previous expressions of congressional policy with respect to placing of cop. 
tracts with small business concerns have been characterized by ambiguity ang 
uncertainty. S. 4294 and S, 500 simply restate these expressions.” Congress 
has never adequately defined what is meant by the language “a fair proportion 
of purchases be placed with small business concerns,” but committees of the Gop. 
gress have expressed frequent dissatisfaction with the proportion of actual 
purchases placed with such concerns.* §. 500 neither adds to nor detracts from 
this perplexing question. 

S. 500 calls for a very general requirement for competition in military procure 
ment. The 1948 act provides for “full and free competition.”* This la 
has been difficult to interpret and administer, and the General Accounting Office 
has imposed stringent requirements. In .an apparent effort to ease the situs 
tion, S. 500 speaks of “such competition as is consistent with the needs of the 
agency and character of products.” This could lead to a substantial relaxation 
of requirements on the Defense Department with respect to the extent of compe- 
tition necessary before a contraet can be let. 


IV. FORMAL ADVERTISING VERSUS NEGOTIATION 


A provision of 8. 500 certain to engender sharp controversy is § 3, which signi 
ficantly liberalizes present law with respect to the authority to negotiate con- 
tracts. Negotiation has been called “the spawning ground for suspicion and 
fraud ... a negation of a public trust openly administered.”” On the other 
hand, industry and the Defense Department have long considered it an essential 
and highly effective procedure. 

. Practical experience with procurement techniques indicates. that formally 
advertised procurement can be genuinely effective only when the following con- 
ditions are met: 1) fixed, explicit specifications exist upon which there can he 
competitive bidding on identical material or services, 2) the specifications can 
be publicized (i.e., no secrecy), 3) a number of bidders are able and willing to 
compete for the business, and 4) there is time to go through the formalities of 
preparation and distribution of specifications to a number of potential sources to 
secure and to evaluate their bids. The present requirement, however, is the 
exclusive use of formal advertising, except in seventeen prescribed situations 
under which the head of an agency may negotiate.” 


@S. 4294, 85th Cong., 2d Sess. § 2 (1958); see also Small Business Act, 67 Stat. 232 
(1953), 15 U.S.C. § 631 (Supp. V, 1958) ; Defense Production Act, 64 Stat. 798 (1950), 
50 U.S.C. § 2061 (1952). 

“Small Business Act, 67 Stat. 232 (1953), 15 U.S.C. § 631 (Supp. V, 1958).; Defense 
Production Act, 64 Stat. 798 (1950), 50 U.S. * 2061, (1952). 

*S. Rep. No. 1092, 83d Cong., 2d Sess. 2 (1954) ; S. Rep. No. 129, 84th Cong., 1st Sess. 2 
(1955) ; S. Rep. No. 1368, 84th Cong., 2d Sess. 25 (1956); S. Rep. No. 46, 85th Cong. 
ist Sess. 20 (1957) ; S. Rep. No. 1282, 85th Cong., 2d Sess. 5 (1958). 

%10 U.S.C. § 2305 (Supp. V, 1958). 

S. 500, 86th Cong., ist Sess. § 2(b) (1959). 

377 Subcommittee for Special Investigations of the House Committee on Armed Services, 
{1057} on Study of Armed Services Procurement Act, Proc. No. 3, 85th Cong., Ist Sess. 643 

33 Supra note 11. 

10 U.S.C. § 2304 (a) 1 through 17, (Supp. V, 1958). Exceptions 2-9 have caused little 
difficulty in the Act’s administration. They permit negotiation in instances of u ’ 
or where the aggregate amount of the contract is less than $1,000, or where the contract 
for personal or professional services, or where the contract is to be executed with at 
educational institution, or for purchase outside of the United States and its territories, of 
where the purchase is for medicine or for perishable subsistence supplies, or, finally, where 
the pues is for resale. 

(The tenth exception permits negotiation where it is impracticable to obtain competition. 
This has been carefully defined by administrative regulation, 32 C.F.R. §§ 3.000-3.21)45 
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Section 2304 of the 1948 act does confer broad negotiation authority upon 
military procurement agencies for use in time of national emergency under the 
first exception to its provisions. This authority to negotiate is virtually equiva- 
jent to the authority conferred upon the armed services by the First War Powers 
Act™ The provision was invoked at the start of the Korean War,” and since 
the 1950 declaration of national emergency by the President has not been re- 
scinded, the authority under § 2304 (a)(1) is theoretically still available. It 
was used through 1955, but the Department of Defense suspended its use by 
administrative order on January 1, 1956, in the face of prevailing congressional 

ent. 
peel requiring formal advertising, the 1948 act permits exceptions in 
virtually every conceivable circumstance. It does not, however, permit negotia- 
tion in order to insure the supply of products of suitable quality. In §4 of 
§. 4294, an 18th exception was proposed, to be invoked in those instances where 
ation is necessary to insure the procurement of property or services of 
suitable quality. S. 500 deletes this proposed exception in view of the broad 
ral negotiating authority which seems to be available under the competitive 
negotiation provision, defined in § 4(f). 

§, 500, in the broad language of §3, sweeps away many of the restrictions 
which Congress has imposed in the 1948 act. It purports to grant authority to 
miliary procurement agencies to purchase property or services by formal adver- 
tising, by competitive negotiation, or by unqualified negotiation in the excepted 

s. 

Section 4 sets out the requirements to be met in using competitive negotiation, 
a procedure already known to the military and industry.“ §. 4294 authorized 
its use, but was deficient in not specifying the requirements of competitive 
negotiation. S. 500 preserves the existing 17 exceptions, which by implication 
would be used after the bill’s enactment only in those instances where competi- 
tion is not possible. Where competition is possible, the Defense Department 
may use either competitive negotiation or follow the more formalized procedures 
of advertising. The language of § 3, however, seems to permit the free choicé 
of any of the three methods. , 

{The] head of an agency may make purchase of and contracts for property 
... by formal advertising, by competitive negotiation or by negotiation, ... 

The General Accounting Office has traditionally construed procurement au- 
thority narrowly. Should Congress not make clear an intent to confer broad 
and flexible authority, the GAO might develop a body of administrative rulings 
requiring virtually all of the elaborate rigidity of formal advertising. Both 
§. 4294 and S. 500 are possibly deficient for failing to set forth a definition of 
negotiation itself. An express definition by Congress would, of course, avoid 
later misunderstanding. Even the construction of the word “negotiation” has 
promoted sharp disagreement between the executive and Congress.” Although 
the current law ™ is silent on the construction, the legislative codifiers added the 
definition, “({to] make without formal advertising.” “” The Department of Defense 
has supported this definition, particularly with respect to a policy of accepting 
reasonable proposals without oral discussion or bargaining, while the Armed 
Services Committee has argued that “a discussion or parley” is an essential 





(Sup. 1957). Congress, however, has been severely critical of the use of this exception by 
partment of Defense. Hearings Before Subcommittee for Special Investigations of 
the House Committee on Armed Services, under authority H. Res. 67, 85th Cong., 1st Sess., 
Proce. No. 2 (1957). Exceptions 11-17 allow procurement by negotiation for experimental 
or research work, or for classified materials, or when the contract is for equipment which 
is part of an Sonare sree standardization program, or in those instances when technical 
or special property is being procured which requires a substantial initial investment or an 
extended period of preparation for manufacture and for which competitive bidding might 
involve duplication of investment or undue delay, or after advertising if bids received were 
not reasonable, or, finally, when necessary in the interest of national defense to have a 
efit or product available for mobilization purposes. 
10 U.S.C. § 2304(a)(1) (Supp. V, 1958). 
© Supra note 12, at 11. 
» Lresidential Proclamation No. 2914, 15 Fed. Reg. 9029 (1950). 
H.R. 8710, 84th Cong., 24 Sess. (1956), deleting this authority from the 1948 act, 
a the House 374 to 2, but was not acted on in the Senate. 
noe C.F.R. § 3.101 (Supp. 1957): 
Subcommittee for Special Investigations of the House Committee on Armed Services, 
rt of Study of Armed Services Procurement Regulations, 84th Cong., 2d Sess. 3329 
*10 U.S.C. § 2301 (Supp. V, 1958) 
*10 U.S.C. i 2302 (Supp. V, 1958). 
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ingredient in negotiation,” citing several cour ldings in s 
es g g t holdings in support of its 
In § 4 (da), S. 500 defines competitive negotiation as the solic 
posals from two or more sources in sufficient time before the contract’s ex 
tion with such competition as is consistent with the procurement. It furth 
calls for such oral and written discussions as are necessary with equal time 
to all bidders to revise their proposals. If award is made to other than the 
lowest offeror a written explanation shall be given to those offerors lower thay 
the successful bidder.“ Competitive negotiation includes the basic elements of 
formal advertising but eliminates the requirement for a public opening of bids 
at the time and place stated in the advertisement and eliminates the require. 
ment of award with reasonable promptness to the responsible bidder whose bid 
will be the most advantageous to the United States, price and other factors con- 
sidered.“ Price is not the determining factor in the definition of competitive 
negotiation, nor are there requirements for “full and free competition,” It 
would seem clear that the legislation does not intend to impose requirements 
for award to the lowest responsible bidder, but does intend that competition he 
as extensive as necessary. The competitive negotiation section clearly propoges 


itation of pro, | 


authorizing a new method, lying somewhere between the formality of advertis. | 
ing and the virtually unrestricted freedom of negotiation as invoked under the | 


17 exceptions of the existing law. 

The vast majority of contracts awarded by the military services in terms of 
number and volume are of necessity awarded by negotiation.” Early World War 
II statutes which conferred broad negotiation authority on the Defense De 
partment have been described as “major cracks in the monolithic block of ap. 


tique legislation requiring purchase by formal advertising.”“ S. 500 inyolye | 
more than a “major crack,’ indeed it would reverse the long prevailing congres. | 


sional adherence to procurement by rigid formal advertising. 

There are advantages in the recognition of negotiation as a technique ona 
par with formal advertising. Greater administrative flexibility will be provided 
by the availability of negotiation in any instance. It has been asserted that 
negotiation. 

with flexibility for bargaining for contract types and terms far from lead- 
ing to higher prices or the concentration of procurement in the hands of 
larger and more favored producers * * * [often results in] a wider dis 
tribution of suppliers and * * * lower costs.“ 

It has also been argued that inflexible application of formal advertising leads 
to the supplying of the needs of the military by a relatively small group of pro 
fessional government suppliers with the consequent loss of a broad mobilization 
base. 

Conversely, the argument has been made that such broad authority would 
permit abuses in the selection of suppliers, although this argument fails to 
recognize the continuing authority of the General Accounting Office and indead 
the overseeing function of Congress and its respective committees. Moreover, 
the flexibility thus granted will largely obviate the necessity for the complex 
administrative process within the military services requiring a written determi- 
nation by the head of the military agency involved when a contract is to k 
negotiated under exceptions 11 through 16.“ These administrative determina- 
tions are known as “determinations and findings,” and very often involve extended 


%8 Supra note 35, at 3325. 

% Watson v. Holland, 20 So. 2d 388 (Fla. 1944); Intermountain Title Co. v. B 
16 P. 2d 390 (Idaho 1932); Kingan & Co. 1. Silvers, 13 Ind. App. 80, 37 N.E, 413, 
416 (1894); Newport National Bank v. Board of Education, 114 Ky. 87, 70 S.W. 186 
(1902) ; Morton Furniture Co. v. Dubuque Fire and Marine Ins. Co., 191 N.B. 637, 
638 (Mass. 1934); People v. Augustine, 232 Mich. 29, 204 N.W. 747 (1925); Northra 
v. Diggs, 128 Mo. App. 217, 106 S.W. 1123 (1908): Aurora State Bank vy. Haynes 
Eames Elevator Co., 88 Neb. 187, 129 N.W. 279 (1911); Werner v. Henricks, 192 4 
748 (Pa. 1936). 

#S. 500, 86th Cong., Ist Sess. (1959). a 

1 See 32 C.F.R. § 3.805(a) (Supp. 1957), for one definition of “competitive negotiation 
in a flixed price procurement. t calls for award to the lowest offeror without further 
negotiation where there is adequate competition, and prices are reasonable 


ble. 
“Supra note 27, at 640-41; between Jan. 1, 1956, and Sept. 30, 1956, 91.96% by 


dollar value and 92.73% by number of contracts. 
Supra note 12, at 6. 
a Supra note 12, at 8. 


Ibid. 
# See note 29 supra. 
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administrative consideration.“ Their elimination will undoubtedly help effec- 

tuate the objectives of S. 500. In commenting upon the bill, one experienced 
st said : 

aly Having to justify negotiated purchasing under one of the 17 exceptions 
now specified in law—T[is] a requirement that has hindered and tended to 
pury under red tape a legitimate and effective technique—* * * [It] has 
wasted more time than procurement people like to think about.“ 

Broad authority to negotiate, read in context with other provisions of S. 500, 

an interesting question. If enacted, would this legislation support the 
courts in their adherence to the principle that government contracting is a 
privilege and not a right? “” Among legal scholars there is disagreement over 
the principle.” ‘Indeed, it is argued that the dominating influence of govern- 
ment purchases upon the American economy makes it unreal today.” However, 
the broad authority to negotiate which would be conferred by 8. 500 tends to 
support the position that government contracting is a privilege. 

Formal advertising, undeniably, affords the greatest measure of protection 
for all would-be suppliers. The rights of bidders have been repeatedly defined 
by the General Accounting Office, and Congress has assiduously sought to protect 
pidders from arbitrary administrative action on the part of procuring agencies. 
Negotiation, it has been said, “is not the way to transact the public business.” ™ 

Congress has necessarily sanctioned certain administrative discretion in de- 
termining responsible bidders, requiring that award be made to that “responsible 
bidder whose bid * * * will be most advantageous to the Government, price 
and other factors considered * * *.”" (Emphasis added.) But Congress has 
also granted a right to small business bidders to seek an administrative certificate 
of competency from the Small Business Administration which, if granted, over- 
turns a determination by the military agencies that a bidder is not responsible.” 

Nor has Congress been unmindful of the social and economic implications of 
government contracting.* Statutes have been enacted to effectuate a variety of 
national policies, from aiding domestic industries” to conferring preferences 
upon small business.” 

Clearly, a broad requirement of formal advertising tends more to suggest the 
establishment of rights in would-be suppliers. With the emphasis on larger 
contracts in the hands of industrial giants under the weapon system concept 
and the wider use of the informal processes of negotiation, there will undoubtedly 
be concern as to the social and economic implications of public contracting. The 
broad authority proposed in S. 500 may be resisted on the grounds that Congress 
would lose its ability to direct public contracting toward economic and social 
ends. 

In the final analysis the Government must retain control not only of the terms 
and conditions of its contracts, but also over the choice of its contractors.” 
Despite mounting sentiment to the contrary, there is no reason to believe that 
the courts would reverse their well-establishing view that a would-be contractor 
has no standing to contest the procuring agency’s decision.” 

It is submitted that this policy is a necessary incident of the critical demands 
for military preparedness in times of great crisis. The achievement of socially 
desirable objectives through the use of public contracting must be subordinated 
in military procurement to an overriding national consideration—the necessity 
for technological superiority in a life and death struggle for weapons supremacy. 





“32 C.F.R. § 3.200 {Supp. 1957). 

“Lefer, Saltonstall’s Bill Promises Relief For Defense Procurement Headaches, Aero- 
nautical Procurement, Oct., 1958, p. 30. 

“Perkins v. Lukens Steel Co., 310 U.S. 113 (1940). 
on ent Administrative Discretion in the Award of Federal Contracts, 53 Mich. L. Rev. 

. 

"Td. at 803. 

@8upra note 27, at 663. 

™ 62 Stat. 23 (1948), 41 U.S.C. § 152(b) (1952). 

“Small Business Act, 67 Stat. 232 (1953), 15 U.S.C. § 631 (Supp. V, 1958). 

® Miller, supra note 50. 

*Buy American Act, 47 Stat. 1520 (1933), 41 U.S.C. §§ 10(a)—10(c) (1952). 

™ Supra note 54. 

® Miller, supra note 50, at 786. 

® Perkins v. Lukens Steel Co., supra note 49; see also Clement Martin, Inc. v. Dick 
Corp., 97 F. Supp. 961 (W. D. Pa. 1951); Cf., American President Lines v. FMB, 112 F. 
Supp. 846 (D.D.C., 1953). 
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Vv. SPECIFICATIONS 


Section 4(e) of S. 500 (counterpart of §5 of S. 4294) calls for the Use of 
specifications which describe the property to be procured in the simplest te 
using, wherever practical, functional performance characteristics. This proyisig, 
of the bill is intended to encourage the use of so-called “performance Specifies. 
tions” as distinguished from the customary elaborate and detailed design Spec. 
cifications and manufacturing drawings which often accompany procurement 
proposal requests and bid invitations. This is an apparent effort to Simplify 
the administrative procedures necessary to invite the supply of goods and Services 
by industrial contractors. The section is not mandatory, but requires the Use 


of such specifications wherever practicable.” It is apparent that the use of thos | 


specifications, which tend to be much simpler, would eliminate many of tp 
administrative problems which the author of the bill seeks to cure.” ’ 

8. 500 would also eliminate a 1955 amendment to the 1948 act which, drafie 
in the interest of giving all bidders full and equal opportunity to bid on military 
requirements, requires that specifications contain all “necessary language ang 
material required” and “be so descriptive both in its language and attachments 


thereto in order to permit full and free competition.”" This section furthe | 


provides that if specifications do not contain such descriptive language the jp. 
vitation shall be invalid and no award may be made. It constitutes a constant 


influence on contracting officers to insure that specifications are full and complete | 


in every detail; thus discouraging simplification. This section was implicitly 
negated by § 5 of S. 4294, but not expressly so, as in 8S. 500. 

The issue may be raised as to whether this provision of S. 500 is consistent 
with the use of formal advertising. It is clear that detailed specifications are 
desirable in formal advertising where all bidders must have a thorough descrip 
tion of the materials or services to be produced if the competition is to be equal, 
It appears, however, that the language of S. 500 is sufficiently flexible to permit 
the use of detailed specifications when formal advertising is invoked or simpler 
performance specifications when contracts are negotiated. Moreover, certain 
kinds of performance specifications are, of course, capable of use in formal 
advertising when the requirements are so explicit as to put all bidders on equal 
notice as to the product or service needed. 

The advantages of performance specifications are numerous.” They encourage 
greater freedom of action by contractors, with consequent reduction in engineer 
ing demands on the military. They conserve both time and expense, particu 
larly in the amount of detailed government engineering supervision, and they 
permit the introduction of new technology and tend to be far less restrictive than 
design specifications. 


VI. CHOICE OF CONTRACT TYPES 


S. 500 would have little actual effect on the choice of contract types. As in 
the 1948 act“ and its predecessors,” the cost-plus-a-percentage-of-cost contract 
is prohibited. Under this form of contracting, a contractor is reimbursed for 
his costs and is also paid a fixed percentage of actual costs incurred. Under 
§ 5 of 8. 500 (§ 6 of S. 4294) fixed price or incentive contracts are established as 
the’ horm. Except for experimental, development or research work, no cost 
contract or cost-plus-a-fixed-fee contract may be executed unless the head of 
the agency first determines that such a eontract is less costly than any other 
kind or that the use of any other method of contracting is impracticable. 

One significant change is the modification of § 2306(c) of the 1948 act remov- 
img ‘the restriction on the use of incentive contracts, which is grouped in the act 
with cost contracts. The apparent intention is to encourage the wider use of the 
incentive contract, or at least to permit its use when desirable. -This form of 


© S. 500, 86th Cong., Ist Sess. § 4(e) (1959). 

“In discussing the need for this provision, Senator Saltonstall has referred to 18 page 
specifications for a ping pong ball and five page specifications for a single pull ring ona 
parachute, 104 Cong. Rec. 16139 (daily ed. Aug. 14, 1958). 

@ 69 Stat, 551 (1955), 41 U.S.C. § 152 (Supp. V, 1958). 

® Memorandum from Perkins McGuire, Asst. Secretary of Defense for Supply ané 
Logistics, to Senator Saltonstall, December, 1958. 

*10 U.S.C. § 2306 (Supp. V, 1958 


). 
3 aon War Powers Act, 55 Stat. 838 (1941) (codified in scattered sections of 12, 0 
-8.C.). 


a ea 


As in 
ontract 
sed for 

Under 
shed as 
10 cost 
ead of 
y other 


the act 
> of the 
orm of 


page 
ing ona 
ply and 


f 12, 0 


MILITARY PROCUREMENT 653 


contracting gives profit incentive to a contractor which stimulates savings and 
jncreases efficiency in performance.* x : ' 

It is submitted that rigid rules cannot be established in the selection of con- 
tract type." The type of contract employed must be the one that best fits the 
circumstances of each individual procurement; but the government’s objective 

d be to provide, in every contract, the maximum incentive possible.™ 
Particularly in follow-on production of major weapons, the use of incentive 
firm fixed price contracts should be encouraged.” The incentive contract has 
peen described as “the best available compromise answer to the many conflicting 
factors present in a wide variety of procurement situations.” * These observa- 
tions apply with particular validity to aircraft procurement and other major 
weapon system developments. The incentive contract has been tested and used 
extensively in these areas particularly. 


VII. THE OPERATIONAL SYSTEM 


Section 7 of S. 500 (§ 8 of S. 4294) introduces the concept of the “operational 
system,” a procedure for contract management which closely resembles what 
has come to be known in the Defense Department as “weapon system contract- 
ing.” The weapon system is at best difficult to define, and many definitions, each 
in some way significantly different, have been offered by industry and the mil- 
itary. One member of industry has defined it as 

[A] composite of equipment, skills, and techniques that forms a self- 
sufficient instrument of combat. * * * [This requires} adapting and bringing 
together, in accordance with a plan, various lines of development to achieve 
such a self-sufficient instrument of combat.” 

The Air Force is credited with originating the concept in 1954; it has been 
used extensively since, particularly by that service. The concept was first 
adopted to cure serious procurement deficiencies in the development of two ma- 
jor aircraft systems which were delayed substantially when the delivered weapon 
lacked essential components for which separate contracts had been executed 
without proper coordination with the basic contract.” The Air Force defines a 
weapon system as: 

A system composed of equipment, skills, and techniques, the composite of 
which forms an instrument of combat, usually, but not necessarily, having 
an air vehicle as its major operational element. The complete weapon sys- 
tem includes all related equipment, materials, services, and personnel re- 
quired solely for the operation of the air vehicle or other major element of 
the system, so that the instrument of combat becomes a self-sufficient unit of 
striking power in its intended operational environment.” 

The phrase, “operational system,” apparently seeks to broaden the concept of 
the “weapon system.” It is defined as 

a combination of facilities and equipment, which (i) forms an instrument 
of combat to be used by one or more of the military departments, or (ii) 
while not an instrument of combat, has the capability of performing a 





#32 C.F.R. § 3.403-4 (Supp. 1957). Under the incentive type contract, costs are 
estimated and a target price established based on estimated costs plus an agreed level 
of profit. A small percentage, usually 20% of any savings which are achieved below 
the estimated “target” cost are retained :by the contractor after performance has been 
Smpleted and the remainder of the savings affected are returned to the Government. 
Similarly, costs in excess of the “target” are shared by the contractor and the Government 
in the same ratio. 

An additional incentive innovation is found in the use of a cost reimbursement principle 
coupled with an incentive fee; Pilson, Selection of Contract Types in Negotiated Procure- 
ment, 14 Fed. B.J. 330, 338 (1954). This gives the contractor an incentive to produce at 
minimum cost, in that economical and efficient performance will result in a larger per- 
centage of profit, and slow or mediocre performance will result in a diminution of fee. 
See note 12 supra, at 13. 

“See Booz, Allen & Hamilton, Study of Aircraft Procurement Types and Contracting 
Methods, for Buaer, Dept. of Navy (1957). 

®7Td. at 13. 

© Thid. 

"7d. at 14. 

"Address by J. L. Atwood, President, North American Aviation, Inc., Fall Conference 
of Electronics Industries Association, San Francisco, Sept. 17, 1958 


% Memorandum from Office of Asst. Secretary of Defense for Supply and Logistics, to 
pier Saltonstall, Aug., 1958. 
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clearly defined function in support of a mission of one or more of the de 
partments.“ 

Section 7 of 8. 500 requires the head of the department to designate “gyq 
particular systems as he determines are suitably to be procured.” The bill fyp. 
ther calls for the designation of one or more system managers to exercise gy. 
pervision and control over all phases of the planning, budgeting, development ang 
procurement. * Each operational system so designated is to be procured from q 
single prime contractor (or from a greater number, as with team contracting) 
who shall be responsible for all “design, development and production of sy) 
system as is set forth in his prime contract.” This is an attempt to give 
statutory authorization to a system of weapons development which has been useq 
with success in modern procurement, particularly of aircraft and missiles, where 
large and complex assemblies are involved. : 

Traditionally, weapons have been procured by the execution, under eloge 
government supervision, of many different prime contracts for various compo. 
nents. Frequently, these numbered in the hundreds or thousands. With com. 
plex weapons the task of engineering coordination was immense and failures jp 
coordination were costly and time consuming.” As weapon systems have jp. 
creased in complexity and size, a new method obviously had to be found to o@. 
ordinate all of the numerous subassemblies and components which must mesh 
together into a finished weapon. 

Frequently, the Government executes a basic contract with a weapon system 
contractor. Typically, a dozen major subsystems are involved in addition to 
the major component itself. The prime contractor, usually with government 
approval, selects and coordinates these suppliers into a weapon system team. 
Essentially his function is one of procurement and engineering management.” 
The purpose of this management concept was well stated in a recent indus 
trial seminar to be the achievement of “a better product in less time and at 
less cost than the Government itself could achieve as direct manager.”™ 

There are several variations of the weapon system management approach, 
The plan most usually thought of in connection with the system involves the 
assignment of overall management responsibility for the entire system to one 
prime contractor, who assumes full responsibility for the development and 
delivery of the entire weapon system. This method was employed with notable 
success in the development of the B-5S8 bomber. It has been reported that 
almost two years were cut from eStimated lead time, a saving which has been 
attributed largely to the use of this management concept.” 

Under a second category, the military services, utilizing performance type 
specifications furnished by the prime contractor and approved by the military 
service, executes direct contracts with major system and equipment suppliers. 
The items thus contracted for are then furnished to the prime weapon system 
contractor.” 

A third category involves supplying, to the weapon system contractor, gov- 
ernment-furnished equipment procured directly by the military service utilizing 
military specifications.” 

A more recent variation on the basic weapon system concept involves what 
has become popularly known as “team contracting.” Under the team con- 
tracting principle various companies with particular skills related to certain 
aspects of a weapons development join in a combined bid for the basic con- 
tract. The several suppliers designate one of their members as the system 
coordinator. In some instances a special “secretariat” is established at the 
team headquarters to control and coordinate the effort of the various associated 
contractors. Team contracting offers an opportunity for firms of any size to 
participate at a prime contract level in large and complex military weapon 
development programs which would otherwise be too large for any but a few 
of the corporate giants. 


™S. 500, 86th Cong., Ist Sess. § 7(a) (1959). 

% As Adm. Rickover for the Norra a and Adm. Raborn for the Polaris Project. 
7S. 500, 86th Cong., Ist Sess. § 7(d) (1959). 

104 Cong. Ree. 16139 (daily ed. oe Mt 1958). 

7% Supra note 71. 

1 Thid. 

® Booz, Allen & Hamilton, supra note 67. 

81 Supra note 72. 

82 Thid. 

8 Ostrow, Wall St. Journal, Aug. 18, 1958, p. 1, col. 6. 
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The question has been raised as to whether such combinations constitute 
g potential violation of the antitrust laws. The Assistant Attorney General 
jn charge of the antitrust division of the Department of Justice™ has stated 
that the Defense Production Act of 1950 grants immunity to combinations of 
contractors involved in programs found to be “in furtherance of national de- 
fense.” In addition he has cited the Small Business Act of 1953 as afford- 
ing immunity to small business production pools under certain circumstances. 

§, 4294 required that the basic weapon system contract be executed with “a 
single prime contractor.” S. 500 allows team contracting, recognizing the need 
to permit manufacturers to join together for a task too big for any one company 
to handle alone. In answer to recent criticism that the system diffuses respon- 
sibility, one corporate executive has stated that “the team leader retains un- 
divided single point responsibility to the customer for the effective performance 
of the entire job.”“’ Typically, under the weapon system concept, a project 
officer or so-called weapon system manager is designated, usually without regard 
to existing organization, and a large degree of responsibility is assigned to 
him in his task of supervising the basic prime weapon system contractor. 

The weapon system concept or the broader operational system as it is called 
in 8S. 500 largely disregard existing organizational structure within the military 
services. ‘This could create internal problems, particularly in the Department 
of the Navy, which follows a “bureau” type of organization divided along 
specific technical lines such as ordnance, air, ships, ete.” §. 500 further dis- 
regards existing organizational divisions at the level of the secretariat where 
functions are generally assigned by major departmental activity, i.e., budgeting, 
procurement, research and development, and personnel, The bill would pre- 
sumably encourage the establishment of a focal point within each military 
service for the vertical control of particular weapons programs. The system 
has been employed successfully in the services even though the overall weapon 
development cuts across established functional divisions.” The Department of 
Defense should, if the weapon system continues to be used prominentty, and 
certainly if S. 500 is passed, establish guidelines so as to minimize organiza- 
tional controversy and disruption of existing activities. 


VIII. THE GOVERNMENT AND THE SUBCONTRACTOR 


Ideally, under the weapon system plan, a substantial amount of Control and 
technical authority is delegated to the prime contractor. Indeed, this has been 
considered a key feature of the plan and an essential ingredient to expeditious 
weapon development.” Clearly, this consideration figured heavily in the prepa- 
ration of S. 4294." 

It has been suggested that in conferring broad overall management authority 
upon a Weapon system contractor for huge multi-million dollar programs, the 
Government is in a sense designating the contractor as its agent and should 
thus shift certain government responsibilities and burdens to the prime con- 
tractor.” S. 4294 specifically proposed the assignment of one such respon- 
sibility. The prime contractor under § 8 would have been required to afford 
“full and free competition” in the selection of subcontractors and utilize all 
preferential procurement procedures for the benefit of small business as author- 
ized by law or administrative regulations governing government relations with 
small business. This is a commendable effort to maintain a wide mobilization 
base in the face of a trend toward increasingly complex weapons for which small 
business is unable to compete. This novel provision would impose upon prime 





% Ibid, 

®Small Business Act, 67 Stat. 232 (1953), 15 U.S.C. § 631 (Supp. V, 1958). 

* Ostrow, supra note 83. 

®U.S. Navy Organization Manual (1949). 

® 7.9., Nautilus in the Navy ; B—58 in the Air Force. 

% Hearings, supra note 2, at 791. The testimony of Dr. J. Sterling Livingston, which 
gave impetus to the introduction of S. 4294 stresses incentive performance and the dele- 
i of authority to contractors, to encourage fast and efficient performance. At 799 he 
said : 


{Djelegate greater authority and responsibility to contractors to make technical 
decisions of weapons systems. The strength of the private enterprise system lies in 
the creative capacity cf our individual contractors. 

" Supra note 77. 

"There is sharp disagreement on this philosophy within the Defense Dept., although 
top procurement officials have expressed this view in interviews with the authors. 

®S, 4294, 85th Cong., 2d Sess., § 8 (1958). 
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contractors certain responsibilities of the Government in the implementation A. Th 
of a national policy which dictates that a fair share of government Purchages It I 
be placed with small business.” of the 
This provision was analyzed carefully during the recess of Congress and §. 599 specis 
substantially modifies the provision to accommodate apparent administratiye For 
objections. It calls for prime contractors to accomplish the maiximum amount regar’ 
of subcontracting consistent with efficient performance, providing for such com, expre 
petition in letting subcontracts as is consistent with the efficient procurement of tract 
the property and services needed. The bill further provides for maximum gy | just, 
contracting opportunities for small business firms, and includes authority fg | tract 
the military services to require a prime contractor to restrict certain subeon, | from 
tact procurement to small business concerns. It is proposed to implement thege | Bul 
policies by inserting clauses in the contract between the prime conttfactor ang circu! 
the Government and by regulation of the Secretary of Defense.” | ment 
The 8. 4294 provisions can be objected to on the grounds that it would he | prime 
impossible to apply to subcontracting all preferential procurement procedures | be ar 
statutory and administrative, that now govern prime contract relations with | incre 
small business. The mere task of becoming acquainted with the multitude of | _ folloy 
regulations and statutes would be prohibitive for all but the largest prime cop. Ind 
tractors, and few contractors could afford to establish the administrative mg. argue 
chinery necessary to institute such a system. " betwe 
There will undoubtedly be efforts made to strengthen the small business sub B. Tl 
contracting provisions and Congress may consider a modification of the original s 
provision in 8. 4294, narrowed in scope so as to be possible of administration, Oni 
Since the S. 4294 provision or some variation thereof will undoubtedly be con | the € 
sidered, at least in committee, its possible effect on the relationship between the | holdi 
Government, prime contractors, and subcontractors should be considered in light party 
of the well settled rule that there is no privity of contract between the Govern Dani 
ment and the materialman or subcontractor.” Although the General Accounting mina’ 
Office has consistently ruled that agreements to furnish supplies do not create held 
any privity of contract with the Government,” the Comptroller General has the Pp 
recognized that special contract provisions can bridge the gap between the Govern- guage 
ment and subcontractors.” receli 
In a large weapon systems contract, government approval is frequently re third 
quired prior to the execution of a subcontract.” The General Accounting Office relati 
has considered, in one case, the effect of government approval of a subcontract; } the li 
it ruled that such a practice by the Government did not operate to increase the | ment 
government’s liability or to confer additional rights on the subcontractor.™ Con of su 
gress has by legislative fiat sanctioned direct dealings between the Government : of ne 
and subcontractors,” and has sympathetically treated the subcontractor'’s be as 
plight.“ It has been observed : speci 
The fact that the Government derives a benefit from the subcontractor’s the p 
performance, or approves the subcontract, or sometimes dictates terms to WI 
be included therein does not create an implied or express contract with the claus 
United States. Thus, it is clear that there must be something present, some In th 
fact or some provision, not usually found in the simple Government-prime case 
contractor-subcontractor relationship if the decision in the case of the sub Gene 
contractor against the Government is to be other than judgment for the simil 
defendant.™ G.A.( 
Sh 
“64 Stat. 798 (1950), 50 U.S.C. § 2061 (1952); 67 Stat. 232 (1953), 15 U.S.C. § 631 = 
(Supp. V, 1958) ; 10 U.S.C. § 2301 (Supp. V, 1958). 
® Interview with Senator Saltonstall, Jan. 1959. woul 
% S. 500, 86th Cong., Ist Sess. § 7(e) (f) (195 relie 
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7 an express statutory Joenen. Comp. Gen. Dec. B—120198 (June 9, 1954). He bas 
also allowed equitable adjustments directly to a subcontractor although citing the doc 
trine of no privity with approval, Comp. Gen. Dec. B—107289 (Jan. 22, 1957) ; Comp. Gen 
Dec. B-107290 (Jan. 22, 1957); and has permitted subcontractors to submit invoice 
directly to the Government where the prime has granted a power of attorney, Comp. 

Dec. B—131924 (June 28, 1957). 

100 Blliott, Subcontracting Under General Services Administration Programs, 16 Fei. 
ston 183 (1956); Rasor, Cost Controls Applied to Subcontractors, 16 Fed. B. J, 300 
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wre Gen. Dec. B-107289 (Feb. 24, 1953); Comp. Gen. Dec. B—107290 (Feb. 2, | 
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102 Contract Settlement Act, 58 Stat. 649 (1944), 41 U.S.C. § 101 (1952). 
10 49 Stat. 793 (1935), 40 U.S.C. § 270(a) (1952). 
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A. The prime contractor as an agent of the Government 


It has been argued that the prime contractor may be designated as the agent 
of the Government for the purpose of placing a subcontract. In such a Case, a 
jal contract would exist between the Government and the subcontractor.” 
For a time it was considered that a cost-plus-a-fixed-fee contractor should be 
regarded as acting directly in behalf of the federal government.™ ‘This has been 
expressly overruled and the test is now whether the transaction binds the con- 
tractor or the Government directly.“ Under existing holdings the subcontractor 
must, in proceeding on claims arising under his contract, look to the prime con- 
tractor, and only in unusual circumstances may he obtain payment directly 
from the Government.” 

But the language of the S. 4294 provision might well suggest an “unusual 
circumstance” under which a subcontractor could look directly to the Govern- 
ment for his remedy. Particularly in view of the size and complexity of a 
prime contractor’s responsibilities under a weapon system contract, it might 
be argued that a governmental function has been delegated. This possibility is 
increased by requiring the prime contractor, in selecting subcontractors, to 
follow governmental procedures in executing such contracts. 

Indeed, even before the weapons system concept was widely employed, it was 
argued with authority that lack of privity should not prevent direct relations 
petween the Government and subcontractors where desirable.™ 
B. Third party beneficiary theory 

One further theory which might be relied upon by a subcontractor contending 
the existence of privity of contract, is worthy of exploration. Although the 
holding has been criticized, and its effect is in some ways uncertain,™ the third 
party beneficiary theory applied to government subcontractors was approved in 
Daniel Hamm Drayage Co. v. Willson,™ which held that a subcontractor’s ter- 
mination claims can be recovered against the Government, the claims being 
held for the benefit of subcontractors. The court did not limit its holding to 
the provisions of the Contract Settlement Act,” no longer effective, but its lan- 
guage went beyond the specific authority of the act. The Court of Claims has 
recently rejected the right of subcontractors to sue the United States as a 
third party beneficiary.“ These holdings dealt with specific contract provisions 
relating to claims for termination. But the principle should be considered in 
the light of any provision, like this in § 8 of S. 4294, which requires the Govern- 
ment to execute provisions in its prime contracts, in effect, directing the award 
of subcontracts to a specific class of third parties. These holdings are worthy 
of note, not as analogous on the facts, but as discussing a principle which may 
be asserted by a subcontractor who is awarded his contract as a result of a 
specific preference granted in the prime contract between the Government and 
the prime contractor. 

While the Government requires, in a prime contract, the insertion of numerous 
dauses in a subcontract, these are largely for the benefit of the Government.™ 
In this instance the provision would be for the benefit of a subcontractor. No 
case involving the third party beneficiary theory has yet been decided by the 
General Accounting Office although it has been suggested that should a claim 
Similar to the one adjudicated in the Drayage Co. case™ be considered, the 
G.A.0. would authorize the allowance of such a claim.” 

Should any of these theories be adopted, Congress might be constrained to 
legislate on the point or else much of the advantage of the weapon system 
concept would be defeated. Government responsibility to each subcontractor 
would frustrate a principle purpose of the weapon system approach, that is, 
relieving the Government of administrative details, and the role of the weapon 
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system contractor as a coordinating management agency would be Substantially 
weakened. 

In its consideration of S. 500, Congress should also deal with the conflict 
which often arises betweeen different congressional objectives. The Passage of 
S. 500 would tend to sharpen the interest of the General Accounting Office in 
subcontracting practices since additional Government money would, in effge 
be expended by private prime contractors in awarding contracts to other firms 
formerly prime suppliers to the Government itself. 

The Comptroller General has held that where a cost-plus-fixed-fee contragto; 
subcontracts beyond the amount contemplated when the contract was executed, 
his fixed fee should be reduced by an amount equal to the subcontractors 
profit™’ Yet, in the prime contract, the contractor has agreed to subcontract tp 
the maximum extent possible with small business firms.“* The question of 
profits on subcontracted work should also be considered and treated in view of 
the apparent trend toward more subcontracting in lieu of direct Governmen; 
contracting. 

IX. RENEGOTIATION 


One of the most controversial facets of government procurement today is the 
Renegotiation Act of 1951. A renegotiation statute is a law which allows the 
Government to recapture amounts determined to represent excessive profits 
realized on war or defense contracts with the Government.” The first ren 
tiation statute, the Renegotiation Act of 1942,“ was approved by the President 
on April 28, 1942, in an effort to “take the profits out of war” and to preclude 
the kind of profiteering in World War II that was prevalent during previous 
wars.” The constitutionality of the 1942 act, and its successor statute, the 
Renegotiation Act of 1943,“ was upheld by the Supreme Court in Lichter y, 
United States.~* In 1948, although the country was not at war, Congress, in an 
effort to prevent excessive profits on the stepped-up defense procurement, passed 
the Renegotiation Act of 1948.“ Through the enactment of new laws,™ anda 
series of extensions ™ of the Renegotiation Act of 1951,” defense procurement is 
still subject to renegotiation. 

Since one of the prime purposes of S. 500 is to achieve more effective use of 
the incentive contract, the bill exempts this class of contracts from renegotia- 
tion.” The rationale for this exemption is that the reasons for using incentive 
contracts, and the philosophy underlying renegotiation are completely. incon- 
sistent in that renegotiation discourages incentive.” 

Industry, generally, is not favorably disposed toward the continued use of 
renegotiation as an adjunct to government procurement.™ It is argued that 
renegotiation destroys incentives, promotes financial uncertainties, encourages 
careless procurement, discourages investment and expansion, is arbitrary and 
unfair, is wrong in principle, is unnecessary, and is alien to the free enterprise 
system. 

On the other hand, government officials concerned with procurement take the 
position that renegotiation is necessary to protect the Government from being the 
victim of excessive profits when preliminary pricing techniques and controls fail 
to provide this protection.” Indeed, the General Counsel of the Department of 
Defense has gone so far as to say that “the rate of expenditure by the Department 
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of Defense alone is a measure of the continuing need for the renegotiation 

er.’ §. 4294 states in § 9 that “no provision of the Renegotiation Act of 
1948 or the Renegotiation Act of 1951 shall apply to any procurement. * * * 
g. 500 differs in that it specifically amends the Renegotiation Act of 1951, and 
also adds an exemption to the profit limitation provision of the Vinson-Trammell 
Act, a 1934 act of much narrower scope than any of the renegotiation statutes. 
§, 500 further changes this provision by exempting only incentive contracts, fixed 
price contracts, and contracts made after formal advertising, whereas 8. 4294 
exempted incentive contracts, and contracts entered into after either formal 
advertising or competitive negotiation. 

The elimination of renegotiation apparently divests the Government of the 
ability to recapture excessive profits. In United States v. Bethlehem Steel 
Corp.™ a case determined shortly before the passage of the first renegotiation 
statute, and in which the question of profits on wartime contracts was litigated 
for the first time,” it was held that orthodox contract doctrines applied to gov- 
ernment contracts. Hence, in the basence of fraud, undue influence, or mistake, 
the adequacy of consideration will not ordinarily be considered by a court.™ 

In the Bethlehem Steel case, the Governor attempted to employ the novel 
judicial remedy #8 of a bill in equity to recover alleged unconscionable profits 
realized on certain World War I contracts. The Government contended that the 
contracts might be set aside either on the basis of fraud or because duress 
coupled with exorbitant profits rendered the agreements unconscionable, offering 
as an analogous situation one where admiralty courts have held contracts unen- 
forceable when a salvor takes advantage of the helplessness of a ship in distress 
to drive an unconscionable bargain.” The majority of the court did not find 
fraud, duress, or exorbitant profits. Nor did it consider the case analogous to a 
salvage situation. Therefore, the contracts were held enforceable. 

Divested of the extraordinary remedy of recapture of excessive profits, the 
Government; as would any prudent businessman, would have to reply on its nego- 
tiating ability to preclude excessive profits on its contracts. Initial close pricing, 
one writer concludes, is a better way to reduce costs than renegotiation.” An- 
other way, already provided for,™ is the use of a redetermination clause. 

The fixed-price contract providing for the redetermination of the price, allows 
a subsequent negotiated adjustment, in whole or in part, of the initial negotiated 
price. The contract price can be adjusted upward or downward at times pre- 
scribed in the contracts or at the demand of either party either during or after 
the period of contract performance, and such adjusted price may be prospective, 
retroactive, or both.“ 

Although the arms race is deemed adequate justification for the continued use 
of renegotiation, which was born of wartime emergency, substantially the same 
result appears to be attainable through striving for closer initial pricing, and 
utilizing redetermination clauses and incentive contracts whenever possible. 


xX. CONCLUSION 


§. 500 proposes vastly broader procurement authority than that conferred by 
the 1948 act. It recognizes the practical complexities of today’s procurement 
problems, which, in view of the international military and political climate, are 
not unlike wartime conditions. However, its provisions would not be virtually 
wthout limit, as were the powers given Government procurement agencies during 
World War II.** 

The bill recognizes that negotiation should be an accepted technique, since 
in the vast majority of cases it has to be used anyway. It recognizes the 
growing complexity of weapons with statutory authorization for a management 
concept conceived to coordinate modern weapon development, and it seeks to 
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better utilize one of the real strengths of our economic system—incentive, It 
recognizes the practical necessity for expanding the mobilization base through 
subcontracts, instead of fighting, as Congress has done, against the declining 
share of prime contracts which each year are awarded to small business firm, 

By not defining negotiation, Congress has been permitting the great majority of 
military procurement to be made without its guidance. Under S. 500, a la 
proportion of military contracts would almost certainly be executed either 
through formal advertising or competitive negotiation, in accordance with pro- 
cedures considered and prescribed by Congress. 

Contrary to the criticism that it would discourage competition through jp. 
creased negotiation of Government contracts, the bill indefining competitive nego- 
tiation would encourage adherence to competitive standards in a substantial areg 
of contracts negotiated by the military. This is particularly noteworthy becatgg 
it is in an area which is virtually unregulated by Congress at the present time, 
Competition is certainly possible, and in fact is often present when contracts are 
negotiated. 

There are five possible vulnerable points in S. 500 that Congress should 
consider. First, the use of the term “negotiation” (as distinguished from 
“competitive negotiation”) without defining it should be evaluated. Secondly, 
Congress should consider the problem of clarifying its intent with respect to 
eompetitive negotiation so as to avoid the hazard that by administrative deter. 
minations, the Comptroller General might restrict its use to a point where its 
advantages over formal advertising are lost. Third, the problem of increasing 
industrial participation in defense contract work through expanded’ subcon- 
tracting, particularly with small business, should be studied. This should not 
be achieved by a method as impracticable as the proposal in S. 4294, and in 
this context the question of subjecting the Government to possible liability to 
subcontractors should be carefully examined. Should the Government be liable, 
a chief virtue of the weapon system would be extinguished. Fourth, Congress 
should examine the question of subcontracted profits in view of the expanded 
subcontracting contemplated by the legislation, and fifth, the question of ex- 
cessive profits over and above those achieved through incentive savings provi- 
sions should be investigated with a view to insuring that poor pricing procedures 
do not lead to windfalls. The wider use of redetermination clauses may be the 
answer to this problem. 

If Congress constructively treats these possible weak points, S. 500 would 
represent a significant improvement over the present law. It is broad enough'to 
accommodate modern requirements, yet restrictive enough to insure adequate 
congressional control. Its passage would resolve many time-consuming and 
costly administrative problems. On the whole, it is a needed measure which 
should promote national security. 


ADDITIONAL INFORMATION 


APPENDIX XXXI 


LETTER OF SEPTEMBER 13, 1959, CONTAINING ANSWERS BY THE COMP. 
TROLLER GENERAL TO QUESTIONS SUBMITTED BY SENATOR 
SALTONSTALL 

COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, September 3, 1959. 
Hon. Strom THURMOND, 
U.S. Senate. 


Dear SENATOR THURMOND: In accordance with your letter dated August 8, 
1959, we have listed below certain questions submitted by the Honorable Leverett 
Saltonstall, together with our answers thereto, for inclusion in the record of the 
hearings on S. 500, S. 1883, and S. 1875. 

1. Assuming that Congress were to decide to make specific statutory provisions, 
in the laws governing military procurement, for authority to use the so-called 
weapon system method of procurement, describe in general terms the substance of 
provisions which the General Accounting Office suggests should be considered for 
inclusion; describe in general terms the substance of provisions which the 
General Accounting Office recommends should be included. Please be as specific 
as possible giving reasons for your suggestions and recommendations so far as 
practicable. 

Answer. The various provisions of S. 500 which are associated, directly or 
indirectly, with weapon system procurement were advanced aS means by which 
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substantial reductions in procurement leadtime on such systems could be 
effected. We therefore assume that the congressional determination to specifi- 
cally authorize the use of weapon system procurement methods (which is to be 

ed in answering this question), would be directed to the same objective. 

As set out in the testimony of our Deputy General Counsel during the hearings 
on 8. 500, it is our opinion that amendments to existing procurement laws would 
be an ineffective approach to the problem of effecting any significant reduction of 
jeadtime in the development and production of advanced weapons and that we 
could not recommend the enactment of any legislation indicating congressional 
approval of any particular one of the various methods of weapon system 
contracting currently in use. 

Under the circumstances, we are unable to recommend, to your subcommittee 
or to the Congress, the enactment of specific provisions in the form of amend- 
ments to the existing military procurement laws as a solution to the leadtime 
problem, and the suggestions set out below in partial compliance with the 
question presented should not be construed as proposed legislation recommended 

this Office. 

a as was suggested in the question, we assume Congress were to decide to 
make statutory provisions, in the laws governing military procurement, for 
authority to use the so-called weapon system method of procurement, the follow- 
ing, described in general terms, is the substance of provisions which we suggest 
should be considered for inclusion : 

(a) A definition of a weapons system. Preferably, this should be a general 
definition meeting currently recognized concepts of what constitutes a weapons 

stem. 
wD) Authorization for use of the weapons system concept of procurement, in 
terms which will provide enough flexibility to authorize use of all of the various 
techniques currently being employed by the military departments. 

We would suggest that the foregoing be the only provisions of such a bill that 
would operate as amendments to existing procurement law. We make this 
suggestion in the belief that the success or failure of procurement by weapons 
system methods depends largely upon their administration. However, to assure 
that the Department of Defense would utilize and implement such authority in 
a manner consistent with what we believe would be the intent of Congress, we 
would further suggest that Congress express its desires in a policy statement to 
be included in the bill. Such an expression of policy might take the form of a 
statement that it is the sense of Congress that in exercising the authority to 
procure by weapons system methods, the following principles will be observed: 

(a) Strive for maximum competition. 

(b) Minimize concentration of procurement. 

(c) Retain sufficient decision-making authority within the military services to 
assure that the weapons systems procured are the weapons needed and desired 
and are obtained at reasonable prices. 

(d) Restrain system prime contractors from diversifying into commercial, as 
well as military, production of items capable of being supplied by their subsystem 
and component suppliers. 

(e) Retain control over the system prime contractor’s make-or-buy decisions 
in order to prevent undue expansion of the system prime contractor’s facilities 
where adequate facilities exist in plants of other suppliers and are available for 
use at a reasonable cost to the Government. 

(f) Provide a program of review and analysis of subsystems and components 
of a weapons system with the objective of procuring such subsystems and com- 
ponents where feasible directly from the suppliers as soon as performance 
reliability has been reasonably attained. 

(g) Implement small business programs to the maximum extent possible, 
consistent with efficient and economical procurement. 

(h) Provide incentives within the military departments to develop and improve 
their own inhouse capabilities. 

(i) Restrict generally the use of weapons system procurement methods to 
highly technical and complex procurements, particularly those in which the 
Shortening of production leadtime is a major factor. 

2. Is it the opinion of the General Accounting Office that there is now in the 
statutes governing military procurement explicit authority to use the so-called 
weapon system method of procurement? If so, please cite the governing statu- 
tory provisions. 

Answer. Assuming that the term “weapon system method of procurement,” 
a§ used in the question, contemplates the execution of a contract or contracts 
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with one or more private business entities or educational or research institutions 
for the research, development, and production of a weapon system, it is our 
opinion that explicit statutory authority for the use of the so-called weg 
system method of procurement is presently contained in sections 3 and 9 of the 
Department of Defense Reorganization Act of 1958, Public Law 85-599, 

3. Is it the opinion of the General Accounting Office that there are any staty. 
tory provisions expressly providing for the manner in which so-called weapon 
system procurement shall be carried out? If so, do such provisions contain any 
specific or explicit direction or duty on the Department of Defense, on any of 
the military departments, or on prime contractors of the military departments 
with respect to subcontracting or small business participation in weapon system 
procurement? If so, please cite all such statutory provisions. 

Answer. To our knowledge there is no statutory provision expressly providing 
for the manner in which weapon system procurement shall be carried out. Cop- 
cerning that portion of the second part of the question which is concerned with 
subcontracting, we are not aware of any statutory requirement in this area 
which is applicable to the procurement of weapon systems or any of the varions 
other supplies and equipment purchased by the military departments. However, 
with respect to small business concerns, it is our opinion that the provisions of 
title 10, United States Code, sections 2301 and 2307, as well as the provisions 
of section 15 of the Small Business Act of 1953, as amended, title 15, United 
States Code, sectién 644 (1958 ed.), are as specific and explicit with respect to 
the procurement of weapon systems as to any other procurement by the military 
departments. 

4. Please list and specify in detail the procurement practices which are now 
considered improper which could be rendered proper by the exercise of authority 
for the Secretary of Defense contained in 8S. 500, specifying with respect to 
each such practice (1) the law, regulation, ruling, or decision which now makes 
such practice improper and (2) the action which could be taken by the Secre 
tary of Defense under S. 500, but not under existing law, to make such practice 
proper. 

Answer. As indicated in our previous comments on section 4(f) of S. 500, our 
concern in this area is limited to the practices and procedures presently pro 
hibited, or required to be followed, in formally advertised procurement proce 
dures. Statutory requirements applicable to military procurements by formal 
advertising at the present time are limited to those set out in title 10, United 
States Code, section 2305. However, the practices and procedures prohibited, 
or required ‘to be eomplied with, by such requirements are, to a great extent, 
prescribed by rulings of courts, the Attorney General, and the Comptroller Gen- 
eral. The following are illustrative, but by no means exhaustive, of procedures 
which are prohibited by such rulings: 

(1) The solicitation of bids by sending copies of the invitation for bids toa 
limited number of supplies does not comply with the requirement of formal 
advertising for bids (25 Comp. Gen. 859). 

(2) Invitations for bids and specifications may not contain restrictions or 
conditions, not required in the public interest, which tend to limit competition 
(United States v. Brookridge Farm, 111 F. 2d 461). 

(3) Specifications which state requirements in excess of the actual needs of 
the procuring agency are improper (10 Comp. Gen. 160). 

(4) Bids may not be evaluated on any basis not provided for in the invitation 
for bids (10 Comp. Gen. 261). 

(5) Generally, a bidder may not be required to show special qualifications as 
a prerequisite to being permitted to submit a bid (8 Comp. Gen. 252). 

(6) Invitations for bids may not request potential suppliers to draft their own 
specifications without providing guide standards, since such practice provides no 
common basis on which to evaluate bids (10 Comp. Gen. 480). 

(7) Unless an invitation for bids requests alternative bids, an award cannot 
be made on the basis of such bid (8 Comp. Gen. 663). 

(8) Bids received after time set for opening of bids may not be considered for 
award unless late delivery was due solely to delay in the mails for which the 
bidder was not responsible (21 Op. Atty. Gen. 546). 

(9) Generally, a bid may not be withdrawn or modified between time of bid 
opening and time of contract award (Haldone v. United States, 69 Fed. 819; Scott 
v. United States, 44 C. Cls. 524). 

(10) Contracting officers should not refuse to allow competing bidders to 
inspect bids after opening (13 Comp. Gen. 471, 478). 
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(11) A low bid should not be rejected merely because of a minor variation from 
the exact requirements of the invitation for bids which do not affect the price, 
yality, or quantity of the articles to be furnished, or the accountability or 
liability of the bidder (30 Comp. Gen. 179; 15 Comp. Gen. 107). 

Rulings’ of this type, although not a part of statutory law, have been applied 
uniformly by all agencies to their formally advertised procurements, and a con- 
siderable segment of the procurement regulations issued by both the civilian and 
military departments, which prescribe procedures on formally advertised pro- 
curements, are implementations of these rulings. As you will note, the rulings 
set out above are designed primarily to protect the interests of the Government 
and to assure fair and equal treatment to all bidders. We believe their con- 
tinued application to advertised procurements by all agencies is essential to 
economical procurement and to maintenance of public confidence in the com- 
petitive bidding system. It is also our opinion that a literal interpretation of 
that portion of section 4(f) of S. 500 which states that “Formal advertising * * * 
shall be conducted in accordance with regulations prescribed by the Secretary of 
Defense,” together with the explanatory remarks accompanying introduction of 
the bill which indicate that this provision “will foreclose the possibility of having 
these (formal advertising) procedures defined by any Government agency out- 
side the Department of Defense which would not be as sensitive to the needs of 
the military procurement,” could be construed to authorize the Department of 
Defense to promulgate regulations which would legalize the use of any or all of 
the prohibited practices set out above, which have been found over the years 
to be essential to economical procurement and fair treatment of bidders. 

We trust the foregoing makes it clear that we have no objection to legislation 
which specifically authorizes the Secretary of Defense to issue regulations to 
govern the procurement of supplies by the military departments, so long as 
such legislation clearly indicates that his authority in that area is not without 
limit, and that this Office, in determining the legality of contract awards, the 
legal liability of the Government for payment under contracts awarded pursuant 
to such regulations, and the accountability of fiscal officers for disbursements 
accomplished under such contracts, is not bound by policies, practices, and pro- 
cedures which are set out in such regulations, are not specifically authorized by 
statute, and are in conflict with court rulings and decisions of this Office on the 
legality of contracts awarded after formal advertising. 

5. Mr. Welch in his testimony stated that it was “inconceivable” to the General 
Accounting Office that “some” of the 4 million contracts negotiated by the military 
departments from July 1, 1958, through March 31, 1959, “‘could not have been 
formally advertised.” What is the General Accounting Office’s estimate of the 
number of such negotiated contracts which could have been formally advertised? 
What is their estimated dollar value? Explain in detail how these estimates 
are arrived at. 

Answer. Under the provisions of title 10, United States Code, section 2310, 
determinations to negotiate under clauses (11)-—(16) of section 2304(a) are 
final, and, in the absence of fraud or evidence that such determinations were 
completely arbitrary or capricious, the jurisdiction of the General Accounting 
Office to question the legality of contracts negotiated -pursuant to such determina- 
tions would appear to be extremely questionable. Partly for this reason, and since 
our audit of the several millions of Government contracts entered into each year 
necessarily cannot be all inclusive, all contracts negotiated by the military 
departments are not examined by this Office, and we have not made an overall 
study of the determinations and decisions of heads of agencies and other depart- 
mental procurement officials for the specific purpose of ascertaining the inci- 
dence of use of the authority to negotiate in cases where it might be our opinion 
that such use was improper. Generally, specific instances of negotiated con- 
tracts which could, and should, properly have been negotiated are called to our 
attention primarily through the medium of protesting suppliers or manufac- 
turers who believe that they could have supplied the needs of the Government 


if such-needs-had been-advertised.but who were precluded from competing on an 


equal basis by the negotiation processes. 

We, therefore, are unable to estimate the number, or dollar amounts, of nego- 
tiated contracts that could, and properly should, have been formally advertised 
for the period in question, and when representatives of the General Accounting 
Office testified that it seemed inconceivable that some of the 4 million negotiated 
contracts could not have been formally advertised, it is only fair to say that this 
is an opinion based upon a small number of cases encountered in the form of 
protests from potential suppliers, during the course of special investigations, 
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or based upon a limited examination of published notices of intention to negotiate 
procurements as published in the Department of Commerce Synopsis of Propogeg 
Procurements. 

6. It has been suggested during the hearings that the General Accounting Office 
has encountered many procurements wherein substantial amounts-of m 
would have been saved if the procurements had been made by formal adve 
rather than by negotiation. Is this so? If so, please furnish a full listing of 
such procurements giving, for each, particulars regarding the basis relied on fo 
negotiation and the amounts which it is estimated might have been saved if foy. 
mal advertising had been used. 

Answer. It is our view that where effective competition can be obta 
procurement by formal advertising will result generally in better prices than jf 
procurement had been made by negotiation under present law and app’ 
regulations. However, we have not reported to the Congress specifi¢ instances 
wherein substantial amounts of money could have been saved if procurements 
had been made by formal advertising. This is due to the fact that it is impossible 
to compare the relative prices which may have been obtained on a given procure 
ment through the use of an alternative method which was not in fact used, 

7. Please state the authority of the General Accounting Office for determining 
that procurement practices within the Department of Defense are improper, 
What is the statutory basis for such authority? 

Answer. This authority is necessarily implied in the duty of the Genergl 
Accounting Office to investigate all matters relating to the receipt, disbursement, 
and application of public funds (31 U.S.C. 53(a)) ; to report to Congress every 
expenditure or contract made by any department or establishment in violation of 
law (31 U.S.C. 53(c)); to make expenditure analyses of each agency in the 
executive branch of the Government which will enable Congress to determine 
whether public funds have been economically and efficiently administered ani 
expended (31 U.S.C. 60); to settle accounts under the provisions of title 31, 
United States Code, sections 71 and 72; and to cértify balances upon the settle 
ment of public accounts which shall be final and conclusive upon the executive 
branch of the Government (31 U.S.C. 74). 

8. Has the General Accounting Office any authority to invalidate or modify 
regulations of the Secretary of Defense which are issued in conformity and not 
in conflict with a congressional enactment? If so, what is the statutory basis 
for such authority? 

Answer. We assume that the regulations contemplated by the question are 
procurement regulations. If so, the General Accounting Office has no authority 
to modify or invalidate regulations which are not in conflict with existing lay. 

9. If the General Accounting Office and the Secretary of Defense disagree 
as to the proper interpretation of a regulation of the Secretary of Defense, 
whose view prevails? What are the governing statutory provisions? 

Answer. The answer to this question would depend upon the particular aspect 
of a procurement regulation which is the, subject of interpretation. Thus, if 
question arises.as to the intent or purpose of a procurement regulation, the view 
of the Secretary of Defense would prevail. But if question arises as to 
whether the procurement regulation conforms to, or conflicts with, law the view 
of the General Accounting Office prevails. Jurisdiction of the General Account 
ing Office in this area is based upon the fact that procurement actions taken 
pursuant to regulations in conflict with law result in illegal expenditures 
Questions involving the legality of expenditures are within the primary jurisdic 
tion of the General Accounting Office in the examination and settlement of ac 
counts under title 31, United States Code, sections 71 to 72, and the Office’s 
certification of balances after such examination and settlement becomes “final 
and conclusive upon the executive branch of the Government” (31 U.S.C. 74), 

10. Under present law, what is the authority of the Secretary to issue 
revoke, amend or modify procurement regulations? What are the governing 
statutory provisions? 

Answer. The authority of. the Secretary of Defense to issue regulations 
governing procurement by the military departments generally is contained i 
title 10, United States Code, section 2202. 
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41. Under present law, what Government agenices have authority to issue 

rocurement regulations binding on the Department of Defense? What are the 
governing statutory provisions? Under presnt law, how can the Secretary of 
Defense avoid the effect of such regulations, if any, on the Department of De- 
fense? Under what statutory provisions? 

Answer. Subject to the right of the Secretary of Defense to exempt the Na- 
tional Military Establishment in the interest of national security, the Admin- 
jstrator of General Services is authorized to prescribe policies and procure- 
ment methods under the provisions of title 40 United States Code, section 
481(a). Additionally, the Small Business Administration is authorized under 
title 15, United States Code, 634(b)(6) to issue rules and regulations to 
carry out the purposes of the Small Business Act. Certain of such regu- 
jJations (e.g., Small business concern size regulations) would appear to be 
binding in military procurements and we are aware of no way the Secretary of 
Defense may avoid them. It should also be noted that the Director, Bureau of 
the Budget, issues certain regulations, apparently under the provisions of title 
31, United States Code, section 18 and Executive Order No. 8248, which affect 
military procurement procedures. See, for example, Circular No. A-21, Septem- 
per 10, 1958, outlining principles for costing research and development under 
grants and contracts with educational institutions, which has been incorporated 
into the Armed Services Procurement Regulation as part 3 of section 15. See 
also Circular No. A-49, February 25, 1959, outlining general criteria to assist 
Federal agencies in developing policies concerning the use of management and 
operating contracts. While it is questionable whether these circulars should 
be classified as procurement regulations, it is apparent that they do affect and 
influence military procurement policies and procedures. Exemption of the mili- 
tary departments from the effect of such circulars apparently could be accom- 
plished either by action of the Director of the Bureau of the Budget or by the 
President. 

We appreciate the opportunity to supply this additional information for the 
record and trust it will further clarify the position of our Office on the bills in 
question. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


APPENDIX XXXII 


LETTER OF AUGUST 18, 1959, TO SENATOR SALTONSTALL, FROM THE 
OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE FOR SUPPLY 
AND LOGISTICS, SUBMITTING A LIST OF ACTIVE INDUSTRIAL FACILI- 
TIES FOR THE THREE MILITARY DEPARTMENTS OWNED AND OPER- 
ATED BY THE GOVERNMENT, HAVING A RESEARCH, DEVELOPMENT 
OR MANUFACTURING CAPABILITY, AND A LIST OF ALL ACTIVE 
GOVERNMENT-OWNED AND CONTRACTOR-OPERATED PLANTS 


OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE, 
Washington, D.C., August 18, 1959. 
Hon. LEvERETT SALTONSTALL, 
U.S. Senate. 


Deak SENATOR SALTONSTALL: Pursuant to your verbal request made of Com- 
mander Malloy, there is enclosed herewith, for each of the three military depart- 
ments, a list of all active industrial facilities, wholly owned and operated by 
the Government, having a research, development or manufacturing capability 
= an additional list of all active Government-owned and contractor-operated 
plants. 

The Air Force, it is to be noted, does not have any industrial facilities wholly 
owned and operated by the Government having a manufacturing function. 

Sincerely yours, 
G. C. BANNERMAN, 
Director for Procurement Poliey. 
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ENCLOSURE 1 AC 
Active plants, Departmental Industrial Plant Reserve (DIPR) 
GOVERNMENT OWNED, GOVERNMENT OPERATED seat 
$$ eee 
Installation Mission 3 oe 
Ordnat 
erent oh 
Ordnance Corps: ( 
Aberdeen Proving Ground, Aberdeen, Md---.----.-- Proof testing ammunition and R. & D, De 
Detroit Arsenal, Detroit, Mich.!__._..-..----...----- Research and development of combat vebicls 
components. 
Diamond Ordnance Fuze Labs, Washington, D.C__.| R. & D. fuzes. He 
Erie Proving Ground, Port Clinton, Ohio--.....--- Proof testing artillery and small arms weg I 
systems. Engineering test -devélopmen | Tor 
weapons. ] 
Frankford Arsenal, Philadelphia, Pa_---- gk weekee2 Research and development of-fire control, am. | 
munition, cartridge activating devices, ang La 
small arms. ] 
Joliet Arsenal (Elwood unit), Joliet, Til_-.......-. ..-- Load — medium caliber artillery, boosters, } Le 
and bombs. 1 
Picatinny Arsenal, Dover, N.J_.....----------------- Research and development of ordnance items, 
Redstone Arsenal, Huntsville, Ala.!__..........---- R. & D. of guided missiles and rockets. i la 
Rock Island Arsenal, Rock Island, Il_---.-.-------- R. & D. engineering and limited production g | f 
ordnance weapons. | 
Springfield Armory, Springfield, Mass... -_........--- R. & D., engineering, and limited production li 
of small arms and automatic weapons, 
Watertown Arsenal, Watertown, Mass...--.-.------- R. & D., engineering, and small lot production M 
of ordnance material. 
Watervliet Arsenal, Watervliet, N.Y-...-..---------- Development, engineering, processing, anj M 
small lot -production of armor 
weapons, recoilless and breech’ weapons, Pi 
and mortars. 
Chemical Corps: R: 
Army Chemical Center (Edgewood Arsenal), Army | Fabricates, fills, inspects, assembles, and pack | 
Chemical Center, Md. ages chemical munitions. j R 
Dugway Proving Ground, Dugway, Utah.---...-.--.-- Plans, conducts, and evaluates engineering | 
tests on chemical end items. i Se 
Pine Bluff Arsenal, Arsenal, Ark_............-------- Manufactures chemicals and incendiaries, loads | 
chemical shells, manufactures classifieditems, | T 
Rocky Mountain Arsenal, Denver, Colo__....-...--- Loads chemical shells and incendiaries, many | 
factures classified items. Signal 
Quartermaster Corps: Philadelphia Quartermaster Depot | Clothing and related textile equipment, Cc 
(manufacturing division), Philadelphia, Pa. © 
1 A segment of these installations are also GO-CO. 
List 
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Active plants, Departmental Industrial Plant Reserve (DIPR)—Continued 
GOVERNMENT OWNED, CONTRACTOR OPERATED 


hw 
Installation 
ee 


Ordnance Corps: 


Contractor | Mission 





Charlotte Ordnance Missile Plant, 
Charlotte, N.C. 
Defroit’ Arsenal, Detroit, Mich--_-_-- 


Holston Ordnance Works, Kings- 
port, Tenn. 

lowa Ordnance Plant, Burlington, 
Iowa. 


Lake City Arsenal, Independence, 
Mo. 

Lenape Ordnance Modification Cen- 
ter, Newark, Del. 


Longhorn Ordnance Works, Mar- 
shall, Tex. 


Lonestar Ordnance Plant, 
kana, Tex. 

Michigan Ordnance Missile Plant, 
Sterling-Township, Mich, 

Muskegon Ordnance Plant, Mus- 
kegon, Mich. 

Pantex Ordnance Works, Amarillo, 


Tex. 
Radford Arsenal, Radford, Va 


Texar- 


Redstone Arsenal, Huntsville, Ala_-_ 
Seranton Ordnance Plant, Scranton, 


Pa. 
Tarheel Ordnance Plant, Burling- 
ton, N.C 


Western Electric Co 


Chrysler Corp 


Holston Defense Corp-_-.._----- 


Silas Mason & Co 


Remington Arms Co 


Chyrsler Corp 


Thiokol Corp 


Day & Zimmerman Co 


Chrysler Corp 


Continental Motors Corp 


Silas Mason 


Hercules Powder Co-_-__--_--_-- 
Cibrytler CORR a<wit<nden<u0e 
U.S. Hoffman Machine Corp. 


Western Electric Co-_-~-.-_-.---- 








Production 
missiles. 

Production of components for 
medium family of combat 
vehicles. 

Manufacturing composition B 
explosives. 

Load medium and major 
ealiber shell, fuzes, boosters, 
detonators, and ignitors. 

Manufacturing small arms 
ammunition. 

Manufacturing components of 
medium combat vehicle fam- 


of Nike guided 


ily. 

Manufacture and load missile 
motors, tracers, and pyro- 
technics. , 

Load major and medium cali- 
ber artillery ammunition. 

Fabricating and assembling 
of ballistic missile system. 

Production of ‘medium tank 
engines. 

Manufacturing AEC classified 
products. 

Manufacturing propellants and 
explosives. 

R. & D. of guided missiles and 
rockets. 

Manufacturing major caliber 
artillery shell. 

Production of Nike system 
ground equipment. 


Signal Corps: 
Cold Spring Battery Plant, Cold 
Spring, N.Y. 
Carbony] Iron Plant, (Redstone 
Arsenal), Hunstville, Ala. 


Sonotone Corp.-.-._-.-.---- ..--| Nickel-cadmium batteries. 


General Aniline & Film Corp.| Carbonyl 
powders. 


iron and nickel 





List OF ACTIVE INDUSTRIAL FACILITIES, WHOLLY OWNED AND OPERATED BY 


THE GOVERNMENT, HAVING A RESEARCH, DEVELOPMENT, OR MANUFACTURING 
CAPABILITY 


U.S. Naval Ordnance Plant, Macon, Ga. Active. 
and missile fuzes and other ordnance equipment. 

U.S. Naval Ordnance Plant, Louisville, Ky. Active. Manufactures and over- 
hauls guns, mounts, missile launchers, and associated ordnance equipment. 

U.S. Naval Ordnance Plant, Forest Park, Ill. Active. Manufactures naval 
torpedoes and: associated components, and other ordnance items. 

US: Naval Ordnance Plant, York, Pa. Active. Manufactures components of 
naval weapons systems and other ordnance components. 

U.S. Naval Ordnance Plant, South Charleston, W. Va. 
repairs, and issues machine tools. 

U.S. Naval Ordnance Plant, Pocatello, Idaho. Active. Stores nonexpendable 
type ordnance material. Schedule for disestablishment by June 30, 1964. 

U.S. Naval Weapons Plant, Washington, D.C. Active. Designs, develops, and 
manufactures ordnance equipment including missile launcher systems and 
weapon components. 

U.S. Naval Propellant Plant, Indian Head, Md. Active. 
ufactures propellants and high explosives. 

U.S. Naval Ordnance Laboratory, Corona, Calif. Active. Conducts research 
and development of ordnance items principally in the field of guided missiles and 
related electronic devices. 

U.S. Naval Ordnance Laboratory, White Oak,Md. Active. Conducts research 


and development of ordnance items principally in the field of missiles and 
underwater ordnance. 


Manufactures ammunition 


Active. Stores, 


Develops and man- 
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U.S. Naval Ordnance Test Station, China Lake, Calif. Active. Con 
research and development of ordnance items principally in the field of missiles 
and underwater ordnance. 

U.S. Naval Proving Ground, Dahlgren, Va. Active. Conducts research, deyg). 
opment, and test of ordnance items. Acts as prime agency for computation of 
ballistics of missiles and other ammunition. 

U.S. Naval Underwater Ordnance Station, Newport, R.I. Active. Conduets 
research, development, test, and evaluation of underwater weapons systems. 


Navy SHIPYARDS AND Repair FACILITIES 


Portsmouth Naval Shipyard, Ports- Construction and repair (submarines), 
mouth, N. H. 


Boston Naval Shipyard, Boston, Mass__ Construction and repair (general). 


New York Naval Shipyard, New York, Do. 
N.Y. 

Philadelphia Naval Shipyard, Philadel- Do. 
phia, Pa. 

Norfolk Naval Shipyard, Portsmouth, Do. 
Va. 

Charleston Naval Shipyard, Charleston, Do. 
S.C 


Long Beach Naval Shipyard, Long Do. 
Beach, Calif. 


San Francisco Naval Shipyard, San Do. 
Francisco, Calif. 

Mare Island Naval Shipyard, Vallejo, Do. 
Calif. 

Puget Sound Naval Shipyard, Bremer- Do. 
ton, Wash. 

Pearl Harbor Naval Shipyard, Oahu, Repair (general). 
Hawaii. 

Naval repair facility, San Diego, Calif__ Do. 


BUAER GoverNMENT OWNED, GOVERNMENT OPERATED 
BUAER RESEARCH AND DEVELOPMENT FACILITIES 


Naval Air Development Center, Johnsville, Pa. 
Naval Air Material Center, Philadelphia, Pa. hin: 
Naval Air Station, Lakehurst, N.J. 
Naval Air Missile Test Center, Point Mugu, Calif. 


OVERHAUL AND REPAIR FACILITIES 


ONR, Norfolk, Va. (Naval Air Station, Norfolk) 

ONR, Cherry Point, N.C. (Marine Corps Air Station, Cherry Point) 
ONR, Pensacola, Fla. (Naval Air Station, Pensacola) 

ONR, San Diego, Calif. (Naval Air Station, North Island) 

ONR, Alameda, Calif. (Naval Air Station, Alameda) 

ONR, Quonset Point, R.I. (Naval Air Station, Quonset Point) 


ADDENDUM TO LIST oF ACTIVE INDUSTRIAL FACILITIES, WHOLLY OWNED AND OPER 
ERATED BY THE GOVERNMENT, HAVING A RESEARCH, DEVELOPMENT OB ' MANU- 
FACTURING CAPABILITY 

BUORD ACTIVITIES 


Naval Ammunition Depot, Shumaker, Ark. 

Naval Ammunition Depot, Concord, Calif. 

Naval Ammunition Depot, Seal Beach, Calif. 

Naval Ammunition Depot, Crane, Ind. 

Naval Ammunition Depot, Hingham, Mass. 

Naval Ammunition Depot, Hastings, Nebr. 

Naval Ammunition Depot, Hawthorne, Nev. 

Naval Ammunition Depot, Earle, N.J. 

Naval Ammunition Depot, McAlester, Okla. 

Naval Ammunition Depot, Fort Mifflin (Philadelphia), Pa. 
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Naval Ammunition Depot, Charleston, S.C. 

Naval Ammunition Depot, St. Juliens Creek, Va. 

Naval Ammunition Depot, Bangor, Wash. 

Naval Ammunition Depot, Pearl Harbor, Hawaii 
Ordnance Laboratory Test Facility, Fort Lauderdale, Fla. 
Ordnance Laboratory Test Facility, Solomons, Md. 
Ordnance Laboratory Test Facility, Fort Monroe, Va. 
Naval Ordnance Unit, Key West, Fla. 

Naval Ordnance Missile Test Facility, White Sands, N. Nex. 
Naval Magazine, Net Depot, Melville, Portsmouth, R.I. 
Naval Weapons Station, Yorktown, Va. 

Naval Torpedo Station, Keyport, Wash. 


BUAER ACTIVITIES 


&R. Department, Naval Air Station, Alameda, Calif. 

& R. Department, Naval Air Station, North Island, San Diego, Calif. 

& R. Department, Nayal Air Station, Jacksonville, Fla. 

& R. Department, Naval Air Station, Pensacola, Fla. 

& R. Department, Naval Air Station, Lakehurst, N.J. 

& R. Department, Naval Air Station, Quonset Point, R.I. 

0. & R. Department, Naval Air Station, Norfolk, Va. 

0.& R. Department, Marine Corps Air Station, Cherry Point, N.C. 

0. & R. Department, Naval Air Station, Corpus Christi, Tex. (deactivated 
June 30, 1959). 

Naval Avionics Facility, Indianapolis, Ind. 

Naval Air Turbine Station, West Trenton, N.J. 

Naval Air Development Center, Johnsville, Pa. 

Air Engineering Facility, Philadelphia, Pa. 

Naval Air Material Center, Philadelphia, Pa. 

Naval Air Missile Test Center, Point Mugu, Calif. 

Naval Air Rocket Test Station, Lake Denmark, N.J. 


0. 
0. 
0. 
0. 
0. 
0. 


BUSHIPS ACTIVITIES 


Naval Electronics Laboratory, San Diego, Calif. 

Naval Underwater Sound Laboratory, New London, Conn. 
Mine Defense Laboratory, Panama City, Fla. 

Naval Engineering Experiment Station, Annapolis, Md. 
David W. Taylor Model Basin; Carderock, Md. 

David W. Taylor Model Basin, Bayview, Idaho. 

Naval Boiler and Turbine Laboratory, Philadelphia, Pa. 
Radiological Defense Laboratory, San Francisco, Calif. 


ONR ACTIVITIES 


Naval Research Laboratory, Washington, D.C. 
U.S. Naval Underwater Sound Reference Laboratory, Orlando, Fla. 
U.S. Naval Biological Laboratory, Naval Supply Center, Oakland, Calif. 


U.S. MARINE CORPS ACTIVITIES 

Marine Corps Supply Facility, Philadelphia, Pa. 

COMPLETELY GOVERNMENT-OWNED CONTRACTOR-OPERATED PLANTS, JuLY 20, 1959 
BUREAU OF AERONAUTICS 


Naval industrial reserve aircraft plants (NIRAP) at the following locations: 


Bedford, Mass. Saginaw, Tex. DaHas, Tex. 

Bethpage, Long Island, Southington, Conn. El Segundo, Calif. 
N.Y. Syosset, Long Island, N.Y. North Perry, Ohio 

Bristol, Tenn. Wallington, N.J. St. Louis, Mo. 

Buffalo, N.Y. Bengies, Md. Strawberry Point, Md. 

Columbus, Ohio Bloomfield, Conn. Torrance, Calif. 

Denville, N.J. Calverton, Long Island, Teterboro, N.J. 


Kansas City, Mo. we. 
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BUREAU OF ORDNANCE 


Naval industrial reserve ordnance plants (NIROP) at the following locations. 


Canton, Ohio Sacramento, Calif. Mishawake, Ind. 
Dresden, N.Y. Sunnyvale, Calif. Pomona, Calif. 
Minneapolis, Minn. Henderson, Nev. Rochester, N.Y. 
Pittsfield, Mass. Milwaukee, Wis. Winston-Salem, N.C, 


BUREAU OF SHIPS 
NIR Gear Plant, Lester, Pa. 


NIR Gear Plant, Lynn, Mass. 
NIR Plant, St. Paul, Minn. 
ENCLOSURE 3 


List OF FACILITIES WHOLLY OWNED AND OPERATED BY AIR FORCE HAvine a 
RESEARCH AND/OR DEVELOPMENT CAPABILITY 


Air Force Cambridge Research Center, Hanscom Field, Mass. 

Wright Air Development Center, Wright-Patterson Air Force Base, Ohio. 
Arnold Engineering Development Center, Tullahoma, Tenn. 

Air Force Missile Test Center, Patrick Air Force Base, Fla. 

Air Force Flight Test Center, Edwards Air Force Base, Calif. 

Rome Air Development Center, Griffiss Air Force Base, N.Y. 

Air Force Missile Development Center, Holloman Air Force Base, N. Mex. 
Air Force Special Weapons Center, Kirtland Air:Ferce Base, N. Mex. 

Air Proving Ground Center, Eglin Air Force Base, Fla. 


TIS OUP ON 


go 9 


List of Government-owned contractor-operated plants complete for the purpose 


shown and generally do not have contractor plant located immediately adjacent 
thereto 


ACTIVE AIR FORCE PLANTS 





| | 
Plant Location Purpose 








No. 
I ee el a mm eneieen MOD Iran For B-47 and B-66. 
0-1 COS, re rey ies we dt ce B-58. 
© 7 Rete, Bereneee, GEO... 2.2 ence cn sebemods eens an sew C-130, B-47 MOD/Tran. 
I on ccd eatin cabin nets B-52 and B-47 MOD/Iran. 
27 | Continental Aviation & Engineering Corp., Toledo, Ohio_| J-69 Eng. 
28 | General Electric, Everett, Mass--.....................-..- J-79 components. 
30 | Allison Division, Indianapolis, Ind----..- Engine flight test. 
35 | Emerson Electric, Washington Park, I MA-2 fire control system. 
38 | Bell Aircraft, Modeltown, N.Y ...........-.....----.-.--.- GAM-63. 
42 | NAA-Lockheed-Douglas-Hughes, Palmdale, Calif......_- Flight tests. 
44 | Hughes Aircraft, Tucson, Ariz_..._...........-- iieeds ean GAR 1, 2, 3, 4, and 9, 
53 | Boeing, Larson, Moses Lake, Calif-.-..............------ B-52 flight test. 
55 | General Electric, Fort Ethan Allen, Vt_..........-..-.--- Fire control system test. 
56 | North American Aviation, Canoga Park, Calif. ....._._-- Rocket engines. 
58 | A-C Spark Plug, Milwaukee, Wis-.-_.........-.....------.- Gun sights and Nav systems. 
59 | General Electric, Johnson City, N.Y.......--.-----.-.----- Fire control systems. 
60 | Bridgeport.Brass; Adrian, Mich.__.-..........----.--.-.. Forging, extrusions. 
61 | Tumpane & Co., Terre Haute, Ind.!__........-- See nila ls 
62 | Pratt & Whitney, Middletown, Conn-_.-_.......-...-.---- ANP engine development. 
64 | Air Products, Santa Susana, Calif...............-.-.-.... LOX. 
65 | North American Aviation, Neosho, Mo- ----. waillaaneneeeatal Rocket engines. 
er i en i. aeunansaiepeeneset Solid propellants. 
67 | Lockheed, Dawsonville, Ga-_---...........-----.--.------ ANP, development. 


69 | General Electric, Pittsfield, Mass_........-- SD heiacideatll Missile components. 


71 | Air Products, Nimbus Station, Sacramento, Calif-.-..-..- | LOX. 
72 | Air Products, Edwards Air Force Base._...........-.---- Do. 
73 | Air Products, Patrick Air Force Base, Fla............---- Classified product. 
7a | Ae Prem, ree Bean, Fi... 2... t eee Do. 
= Ate Beets, Denver, Golo. <..5:.......................| LOX. 








1 This is a warehouse facility used for storing and care for Air Force reserve machine tools and production 
equipment. 


RE 
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List of Government-owned contractor-operated plants which are part of a larger 
, compler composed of Government and contractor owned plants located 
ions: contiguously 
ACTIVE AIR FORCE PLANTS 
CCC ee 


plant Location Purpose 
No. 


| 
—_ 





Northrop, Hawthorne, Calif 
Fairchild, Hagerstown, Md 
Lockheed, Burbank, Cou 


SM-62, T-38, Sub for KC-F4H. 


F-104, T-33, T2V, and TV2. 
C-133 and B-66 MOD/Iran. 
GAM-77, guidance systems. 


Douglas, Long Beach, Calif 


North American, Downey, Calif 









10 
ll 
M 
| 
o OS OS US Ee eS B-52. 
19 | Convair, San ree aa aeeaadl F-106, WS-107A. 
| EEE EE ODT ae KC-135. 
ea a amen, odianapolie, Ind. ..............--..----.. <--<-- J-33, J-71, T-56 engines. 
i 29 | General Electric, West Lynn, Mass- ...-.---| J-85, T-58, T-64 (engines), 
} 32 | Lycoming Division, AVCO, Williamsport, eS oes J-47, comp for jet engines. 
36 General Electric, Evendale, Ohio... ...........-......-... ANP, J-79, J-93, J-47. 
41 | Champion Forge, Division of Steel Improvement Co., | Forgings. 
i Cleveland, Ohio. 
i 43 | Bridgeport-Lycoming Division AVCO, Stratford, Conn__| T-53 and T-55 engines. 
Rare R, CMON, CORIO... .. 2... onsnnasensensess Heavy press. 
; 49 Curtiss-W gO *, a ee eiaedae Do. 
50 | Kaiser Aluminum & Chemical, Halethorpe, Md_._._____- Do. 
57 | North American Aviation, Santa Susana, Calif.__..._.._- Rocket engine test. 
63 | Wyman-Gordon, North Grafton, Mass_-_-_........-.-..-- Heavy press. 
7%.| Aerojet General, Sacramento, ie ccc sakuceaies Rocket engine production and test. 
| SWE on iieenacaccocsuckunaewconsosesuns Bomare. 
ee SO eae a ee ee Ramjet test. 
Radio Corp. of America, Moorestown, Te iii tienes oaviataath Production and test of radar systems 
for DEW line. 
rpose | as Senne, SPOON, OGIO... 6s ~ cc an cnc cues ICBM. 
jacent | Convair, Sycamore Canyon, San Diego, Calif___......--- ICBM. 
, INNIS SP ORININENES NIN oo occ in iencactinbuimininern enernimes Engineering development and test air 
turbines. 
Illinois Institute of Technology, Gary, Ind_...........__-- R. & D. 
devutih Crosby Division, AVCO, Cincinnati, Ohio............._- Fire control system test. 
EE ay ES eee ee Electronics building. 
General Electric, Syracuse, N.Y ..--.--......--....-....-. Fire control system development. 
General Electric, Hancock Field, N.Y-_....-.-...--------- Landing control. 
Hopkins Windtunnel, Hopkins, Minn___....-.........-.- R. & D. 
Republic Aviation, Farmingdale, N.Y --.------.--..----- Runway extension, F-105. 
NEG (ll, OVEROUE, DIME nnn cncnecnscomenssancescases Solid propellent experiments. 
ON A eee eae Jet engine test cells. 
Marquardt Aircraft, Van Nuys, Calif-_...............--- Ramjet development and production 
test. 
Western Electric, Whippany, N.J.......-.-.....-...-..-- Environmental test laboratory. 
No sen ecignmbaenimannauls Test laboratory. 
mepemeon, Diaynard, B6O08 sn. 222 concen ec esc ccesnenoed F PS-28 radar system. 
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